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PREFACE 


1. The Government appointed a Committee on Trade Policies 
under my chairmanship. The terms of reference of the Com- 
mittcc were : (i) to review the present structure of export and 
import policies; (ii) to examine the elfectivcness of export 
promotion measures in terms of their impact ott actual export 
performance; (iii) to suggest rationalisation anc? improvements, 
wherever necessary, in export policies; and (iv) to suggest 
appropriate change? and rationalisation of import policies for the 
conseiA'ation of foreign exchange and the promotion of efficient 
import substitution. The Committee was given the freedom to 
consider any other aspect relating to these terms of reference. 
The Committee had the following members : 

1. Shri Ahid Hussain, 

Commerce Secretary Chairman 

2. Shri P. K, Kail!. 

Finance Secrefary Member 

3 . Dr. S. S. Sidhu, 

Secretary, 

Deptt. of Indostria! 

Development Member 

4. Dr. Arjun Sengupta, 

Special Secretary tu the 

Prime Minister Member 

5. Siiri M, Narasiniham, 

Principal, 

Administrative Staff College 

of India, Hyderabad 


(iii) 


Member 



(). Dr, C. Ranganjan, 

Deputy Goverivor, 

Reserve Bank of India Member 

7. Shri P. C. Jain. 

Chief Controller of 

Imports and Expirrts Member 

8. Shri S. V. S. Ra,shavan, 

Chairman, 

Minerals & Mefais Trading 

Corporation of India Member 

9 . Dr. Deepak Nayyar, 

Economic Adviser, 

.Ministry of Commerce Mcmlxtr-Sec'retary 

2. As a first step, the Committee circulated a questionnaire 

to Associations and Chambers of Trade, Commerce and Industry, 
Export Promotion Councils, other trade promotioir organisations, 
academics, economists, industrialists, bankers and public sector 
undertakings. The questionnaire was also circulated to all fhe 
State Governments. The Committee visited Bombay, Calcutta, 
Madras, Ahmedabad, Bangalore, Hyderabad and Guwahatj for 
discussions with representatives of trade and industry, State 
Governments, officers of the Central Government, industrialists, 
exporters and fir/ancial institutions. The Committee held dis¬ 

cussions with emiitenf economists and journalists not only in 
these cities but also in Delhi. 

3. The Report of the Committee is structured as follows. 

Chapter I outhnes a macro-economic overview which is integral 
to the approach adopted by us. Chapter II examines export 
performance in refrospect and provides an analysis and diagnosis 
of the constraints on export performance. Chapter III attempts 
to focus attention on export promotion policies, suggesting 

changes, rationalisation and prescriptions based on a review of 
fhe present regime of policies; a vision about the strategy for the 
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kiture is impiict in' these recommendations. Chapter IV examines 
the structure and composition of imports, leading to a review of 
the present framework of import policies and to a blue-priat for 
change, and suggests a phased transition from licensing to tariffs. 
Chapter V is addressed to the wider canvas of technology, import 
substitution and industrialisation with reference to the present 
«tage of economic development. The objectives of bringing about 
an acceleration in the rate of export growth, the promotion of 
efficient import substitution, ami the conservation of foreign 
exchange are kept in mind throughout this sequence of chapters. 
Chapter VI devotes attention to the institutional framework for 
foreign trade in general and exports in particular, to provide 
guidelines for institutional reforms. Chapter VII presents a 
skeleton summary of the highlights of some of the recammenda- 
tions. 

4. I would like to emphasise tliat'the first six chapters ute an 
integrated whole and, if read together, would convey the per¬ 
ceptions of the Committee. The conclusions and recommendations 
of the Committee are implicit in, and follow from, the analysis 
in these chapters. We are, of course, aware of several limitations 
in our presentation, which are attributable to the paucity of 
time. 

5. In approaching our fask we were convinced that three 
decades of planned economic development in India have yielded 
many valuable dividends. Yet, we were also conscious of tlie 
fact that India has reached a stage of industrialisation and 
economic development, where more of the same would not 
suffice. The time has come to think anew and afresh. This is as 
true in the sphere of foreign trade, where also if is time to 
herald a change. In this context, we would like to tress that 
trade policies should not be seen in' isolation from economic 
policies, just as the foreign trade sector should not be seen in 
isolation from the national economy. This is, perhaps, our point 
of departure from the earlier perspectives. It is our considered 
view that export promotion and import substitution are neither 
mutually exclusive nor alternative strategies of developmenf. 



Opcc considerations of cost, eflicicncy and time are the basis 
' 1 ' Pidicy formulalion, the same set of policies would be con- 
diitivc for rational export promotion and efficient import 
S4(bstirution. 

6. in an economy such as India, the route to a quantum 
jv,'nip in exports, which Is now necessary to attain the objective 
r,i .'•ell-reliance, lies in jjrowlh-lcd exports. Therefore, production 
for export must constitufe an integral part of domestie produc¬ 
tion. As this integration would lake some time to materialise, iii' 
the interim, wc are suggesting a regime on export promotion 
poitries which would overcome the constraints on export per- 
Wjrsnancc. import substitution is also an integral part of the 
qiicsl for .self-reliance, but it is time to make a transition from 
import substitution per se to efficient import substitution, which 
Vi'Ciiid form a part and parcel of our intlusirialisation strategy 
keeping in view the needs of the twenty-first century. Towards 
this objective, we have suggested a rationalisation in the regime 
of import policies. 

7. Technology Is central to the proce.ss of economic growth 
and continuous technological upgradation is a necessary condi¬ 
tion for rapid and efficient industrialisation. Recognising its 
importance, we have suggested a change in the import po&cy 
for technology. We believe that there is clear nexus between 
trade policies, industrial policies and fiscal policies, so that the 
suggested re-formulation of trade formulation policies cannot 
biing about the desired results unless it is a.ssociated with the 
necessary change in other economic policies. Towards this end, 
wc have made several suggestions. Needless to add, that a re¬ 
formulation of economic policies can only create art environment; 
the entrepreneurial spirit and the human factor provide the 
dynamo without which progress cannot be sustained. 1 am con¬ 
vinced that present situation in India provides both a challenge 
and an opportunity. A quantum juipp in production and trade 
is now well within our grasp. It is time to approach this task 
with conviction and optimism. 




8. Tills Report has many debts. 1 would like to thank tho.se 
who read our questlomiairo and responded to it; we distilled 
their responses to check some of our perceptions and project 
their concerns and suggestions in the report. We would also like 
to thank the ceonomists and the academics, discussion with 
whom set us thinking; we learnt much from their insights. Indxis- 
trialists, bankers and journalists were also generous with their 
time; they gave us a feel of the reality and the expectations. The 
State Governments provided the Committee with the facilities 
and the time for interaction. AH the people mentioned here gave 
in tile opportunity to test our ideas at an early stage, 

y. 1 am indebted to my colleagues in tlic Government of 
Imiia and, particularly, in the Ministry of Commerce, who helped 
us unsparingly with ideas and cuiuincius. 1 am also thankful to 
the Administrative Staff College at Hyderabad for the hospitality 
provided to the Members of the Committee. The MMTC in New 
Delhi lent a helping hand by providing facilities to the Secretariat 
ot fhc (.'ommittee. 1 am indebted to Sudhir Nath and P. P. Mitra 
who analysed fhc questionnaire rc5.ponscs, kept the notes, 
bftnichl to our notice whatever seemed incomplete or obscure, 
and reiKlercd invaluable assistance as the Secretariat of the 
Committee in many ways. Sumilru Chislui of the Indian Institute 
of Foreign Trade shared in fhis task and helped with the 
background papers as also with analysis of data. 

My personal staff M. M. Lai and G. S Bisht, who most 
astifiely managed my daily schedule, suffered the annoyance of 
many visitors who would have otherwise interfered with the 
wi.'irk of the Committee. They annoyed others and made w’ork 
possible. K. K. Popli, PA to Economic Adviser, painstakingly 
typed successive drafts of this Report until late hours in the night 
with an ever smiling face. There were many others vvho helped 
us, whmn wc have not named; I would also like to thank them. 

10. As Chairman of the Committee, 1 would like to express 
mv grateful appreciation for the help, co-operation and con¬ 
tributions from my colleagues who were Members of the 



Committee and made this Report possible. For the writing, the 
perceptions and the analysis, the Report owes much to the eoni- 
petent and energetic Member-Secretary of the Committee. As 
Member-Secretary, Deepak Nayyar carried a great burden. His 
task was extremely complex and demanding, which he performed 
with extreme diligence and tact. He displayed immense capacity 
for hard work, quickness of grasp, and understanding of 
nuances, whether of large panorama or of minor dcfail. His 
superb quality of writing won him the unqualified admiration of 
all involved in the work of the Report. 

If December had thirty six days, the Report would have been 
better. 


31st December 1984 
New Delhi. 


ABID HUSSAIN 
Chairman 
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CHAPTER I 


A MACRO-ECONOMIC OVERVIEW 

1.1 In liiifie continental countries such as India, the problcnis 
and prospects of the external sector are often considered in isoi.i- 
lion from the rest of the economy. .\l the outset, the Commit'Oc 
would like to stress that foreign trade cannot and should n»)t nc 
separated from the national economy, just as trade policies eann t 
and should not be separated from economic policies. Such a 
miicro-economic perspective is essential because development', in 
the foreign trade sector ;ind developments in the economy as i 
whole are intcr-depcndenl. Exports are a means of transforming 
domestic resources into foreign resources which are necessary t > 
iinance the process of development. Imports are e.ssential »■;' 
.su.stain desired levels of consumption, investment and production 
in the economy. At the sante lime, the level of both exports and 
imports depends on tlie performance of the ecotntmy. In Ind';'.. 
the signiftcance of foreign trade is qualitative rather (han quiinti- 
tativc, and its role is akin to that of a bicycle chain which is need¬ 
ed to make the wheels go around and keep the economy on the 
move. 

1.2 It hafs become necessary to review trade policies, at this 
juncture, in view of the recent developments which have curlsed 
the availability of external resources to finance development. J here 
is a substantial squeeze on foreign aid programmes and commercial 
Iwrrowing in international capital markets is expensive. What 
more, the terras at which external resources n.rc available h.ive 
become distinctly harder. In the short run. it might also be 
dillicult to increase the surplus on account of invisibles and 
remittances. The option which remains is to manage the balance 
of trade, that is. stepping up exports or curbing imports, or on 
suring that exports increase faster than imports. Obviously, d 
would not be desirable to manage the deficit in trade by curbing 
the growth in imports, as that would also curb investment and 
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out pul tliercbv leading to a sacrifice io tciins of cccuromic growth. 
Con.scqiientiy, foreign exchange earnings derived from exports 
are essential for the process of economic growth insofar as they 
create the nuich-nccdcd capticity to import. But that is not ali 
ff we have to keep tlic levels of external debt and the burden 
of debt servicing within manageable proportions, export earnings 
would have to become increasingly important as a means of tinan- 
cing I he deficit in our balance of payments, 

1.3 it is, Ihererore, extremely important to rceognlse the 
.strategic role of exports at the pie.scnt stage of econiunic 
development in India, fn this context, it also becomes apparent 
that self-reliance is no longer an emotive objective; it has hcci);ne 
an economic imperative insofar as the nation has to rely on its 
own resources for development. For this purpose, important as 
cxpc'ias are. import substitution nnisi also rcinam an integral ptirt 
of the quest for self-reliance. It is widely lecogniscri that import 
subs'.ifution is an entirely natural procc.ss in tbe course of eco- 
nonne growth and provides the other route to easing the struetural 
constraint, whicli expanding imports are otherwi.se likely to place 
on g;owth. In the Indian situatii.m, the logic of impen't substitu¬ 
tion ;ilso follows from the vast and c.xpanding six.r of tiic domestic 
market. There can be little doubt that it would be desirable to 
eons'TVe scarce foreign e.xchange by increasing the domestic pro¬ 
duction of importable.s. w'hcrever we have under-utilized capa¬ 
cities and wherever it is cheaper to do so in terms of domestic re¬ 
sources used. The past emphasis on import substitution per .ve 
should, however, be replaced by an emphasis on eflicicnt impor: 
substitution, so that considerations relating to cost and efliciency 
arc incorporated in the framework of policies, 

1.4 It need hardly be stre.ssed that in an economy such as 
India, where exports constitute 5-7 per cent of GNP, there is no 
[wssibility of export-led growth. Indeed, growth-led c.xport,-, arc 
the more likely scenario in India. Nevertheless, there are a few 
sectors in"the economy where exports absorb an overwhelming or 
significant proportion of domestic production and it is possible for 
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exports to play a leading role in such cases. In other scctor.s of 
(he economy, however, exports can perform the role of a catalyst 
hy creating employment, developing skills and improving compe¬ 
titiveness. It is clear that production for exports should not be 
seen in isolation from production for the home market, for the 
simple reason that it is neither feasible nor desirable to have one 
set of prices or qualities for world markets and another set of 
prices and qualifies for the domestic market. Export production 
must, therefore, constitute an integral part of production in the 
domestic economy because exports are the end of, rather than the 
beginning of, the typical market-expansion path for most firms in 
India. Of course, this does not mean that exports are a 
residual. 

I..*! The integration of production for the export market and 
production for the home market is, of course, easier said than 
done, because structures of production, technologies-in-use and 
the level of quality-consciousness which have evolved over three 
decades cannot be transformed overnight. Therefore, the transi¬ 
tion would have to be phased over time in a planned manner, but 
this should not be a long drawn out process for India cannot 
afford delay. We would have to be .selective in our approach and 
identify a few* leading sectors where we can experiment with such 
structural change and. in the process, promote the cause of ex¬ 
ports. The choice of sectors, though difficult, would have to be 
made either on the basis of revealed comparative advantage 
where our gimds are already competitive in thg world market, or 
on the basis of a potential comparative advantage perceived 
by us. 

1.6 In the perception of the Committee, export promotion and 
import substitution arc neither mutually exclusive nor alternative 
strategics of development. They represent two sides of the same 
coin. There can be little doubt that trade policies sliouid be 
formulated in such a manner that the policy-mix strikes a 
balance between export promotion on the one hand and import 
substitution on the other. The dictum is Important whether 

S/3 Commerce/8,S—2 
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we consider the external sector or the national economy. Insofar 
as the balance of trade or balance of payments is concerned, a 
dollar of foreign exchange earned and a dollar of foreign 
exchange saved are equivalent. In terms of an appropriate 
strategy for industrialisation, striking this balance is the equivalent 
of ‘walking on two legs’. In principle, therefore, export pro¬ 
motion and import substitution should receive equal attention. 
At the margin, however, there is a case for a preference in favour 
of the export sector, if only to compensate for the difliculties th,at 
have accumulated over the past. It should not be dillicult to 
meet this objective once it is recognised that the foreign trade 
sector should not be seen in isolation from the national economy. 
The same set of policies should facilitate rational export promo¬ 
tion and support efficient import substitution. It need hardly be 
stressed that in an economy where resources arc scarce, the 
domestic resource-costs of both export promotion and import 
substitution should constitute the basic litmus test for the formu¬ 
lation and evaluation of trade policies. 

1.7 The framework of trade policies is an important determi¬ 
nant of the rale of export expansion and the pace of import sub¬ 
stitution. There is, however, a clear nexus between trade policies, 
industrial policies and other economic policies in the monetary 
and fiscal sphere, which determines the nature and pace of indus¬ 
trialisation. It would be a mistake to suggest rationalisation and 
change in the realm of trade policies without contemplating con- 
commitant change in industrial policies and other macro-economic 
policies. It might be instructive to illustrate the implications 
of this proposition. For example, we may wish to decrease the 
level of protection for an import-competing industry through an 
appropriate adjustment in trade policies with the object of bring¬ 
ing down costs and prices through increased competition from 
imports. If licensing capacity provisions of industrial policy do 
not permit domestic firms to realise the necessary economies of 
scale and if fiscal policies escalate the cost structure or erode pro¬ 
fitability, the proposed adjustment in trade policies would serve 
little purpose in terms of attaining its objective. 
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1.8 The combination of economic policies which has evolved 
•over the past three decades has, inU'r alia, been delermined by 
a multiplicity of objectives. Ihe policy-mix, in turn, has sign;- 
ficantly intluenced the nature of industrialisation in India, 1 here 
are two manifestations of the present system that provide cause for 
concerp. First, a complex web of controls, incentives and dis¬ 
incentives on both foreign trade and domestic production has 
emerged over time. Second, it has created an environment 
which is not conducive to a competitive reduction in cost.s. The 
consequences are not far to seek. The former has meant com¬ 
plexity in administration, procedural delays and corruption; the 
latter has meant a combination of low-quality and high-prices in 
several sectors, which is embodied in the structure of costs and 
the level of efficiency. At this stage of our industrialisation, the. 
Committee believes that it is imperative to rc-formulate economic 
policies in such a manner that it would resolve these problems. 
In other words, it is necessary to change the nature and quality of 
State intervention in the economy. The policies pursued in the 
past served a valuable purpose and were appropriate at the time. 
The nature of State intervention in the economy, however, would 
need to change in response to the change in circumstances and 
with reference to the stage of development. In the perception of 
the Committee, a complete solution cannot be found in the realm 
of trade policies alone; rationalisation of other economic policies 
is also necessary. The object of this rationalisation should be 
to increase the degree of competition in Ihc economy and urovide 
an environment where manufacturers would not only be under 
pressure but would also have an incentive to bring about a re¬ 
duction in costs. 

1.9 It would be useful to illustrate the importance of the pro¬ 
position that the nexus of economic policies should he considered 
as a whole rather than in parts. It is often arsued that import 
liberalisation in resnect of products and technology is a means of 
increasing competitiveness, efficiency and productivity not only in 
the exnort sector but also in the domestic economy as a whole, 
it is obviously not possible, a priori, to determine the optimum 



dcj!,ree of openness' of the economy,' or even onUinc the sectoral- 
mix and temporal-sequence of liberalisation. However, import 
liberalisation would be useful insofar as it would reduce monopoly 
profits, eliminate obsolete technologies and place an outside limit 
on import-competing activities where the domestic resource costs 
are too high. Thus, wc might conceive of impost liberalistition as 
a mc:ins to the end not ooly of export promotion but also of 
efficient imptirl substitution. It goes without saying that such 
liberaiisalion would need to be selective on the bas's of rational 
criteria. The Committee would like to emphasise that irnpcit 
liberalisation, bv itself, is neither a necessary nor a sufficient con¬ 
dition for stimulating competition and efficiency in the domestic 
economy. It is only one instrument of policy which can provide 
competitism from outside the economy. It would need to be 
used in conjunction with appropriate industrial and economic 
policies which increase competition within the economy, through 
a reduction in the degree of monopoly and a rcmos'cl of barriers 
to entry by new firms. 


i.iO U is neccssarv to situate trade policies not only in the 
wider national context but also in the wider international context. 
It is hardly possible to consider the external seemr in India in 
isolation from the state of world economy. In recent years, the 
world has experienced its deepest economic crisis since the 1930s, 
which has manifested itself in a slump in the rates of growth, high 
levels of unemployment and an acceleration in the rates of infla¬ 
tion. The persistent stagflation and recession has led to a stagna¬ 
tion m international trade flows, which has becii associated with 
increasing level of protectionism in the industi iaiised countries. 
The international monetarv system has also come under severe 
strain where the unresolved debt crisis liHims large as a problem. 
There have been signs of recoverv in some industrialised coun¬ 
tries, but these are few aaid far between and there is no evidence 
to suggest that the process of recovery is sustainable. What is 
more, its impact continues to elude the developing countries. At 
this juncture, therefore, it is imperatiye for India and the develop¬ 
ing world to press for a roll-back of protectionism a^'d. for a 
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reform of the international monetai-y system. Neverthele-ss, it 
would seem that the environment for international trade may 
continue to be unfavourable for some time as a consequence r)f 
which market access would also continue to be difficult. This 
only means that, in the present situation, our export effort would 
have to be intensified much further. In view of the fact that our 
share in world trade is very small, what happens in India docs 
not affect the world economy but what happens in the world 
economy does affect India. 



CHAITEIl II 


EXPORT PERFORMANCE: ANALYSIS AND DIAGNOSIS 

A. Export Performance in Retrospect 

2.1 Iiil sharp contrast with the complete stagnation in exports 
during the 1950s, India’s export performance during the 1960s 
was decidedly better insofar as exports registered a growth of a 
liftic more than 4 per cent per annum in terms of both value 
and volume. Over these two decades, there was a phenomenal 
expansion in world trade, which meant that India’s share in world 
exports declined steadily throughout from about 2 per cent in 
1950 to 1.04 per cent in 1960 and 0.65 per cent in 1970. 
India’s export performance during the 1970s was more impressive 
us compared with the earlier decades, and the average growth 
in exports attained a level of 6.3 per cent per annum in terms 
of volume and 15.9 per cent per annum in terms of value. Yet, 
India’s share in world exports continued to decline and reached 
a low of 0.42 per cent in 1980. To some extent, this was 
attributable to the oil price hikes in 1973 and 1979, which led 
to a sharp increase in the value of international trade flows in 
crude oil and petroleum products. However, even if we consider 
world exports excluding trade in fuels, India’s share dropped from 
0.7! per cent in 1970 to 0.55 per cent in 1980. 

2.2 It is difficult to interpret the trends in exports during the 
1970s and thereafter for two reasons : first, there was a sharp 
acceleration in' the rates of inflation and second, there was a 
world-wide move from a system of fixed exchange rates to a 
regime of floating exchange rates. Therefore, data on the 
value of exports in terms of current prices, at current 
exchange rates, are somewhat deceptive. To resolve this 
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problems, it is useful to consider the (rends in exports not simply 
in terms of current rupee values but also in terms of the 
volume index and the foreign exchange va'ue; in case of 
the latter, SDRs are possibly a better numeraire than US dollars. 
This evidence is presented in Tables 2, 5 and 7. An empirical 
assessment of India’s export performance during the period 
from 1971-72 to 1983-84 reveals two discernible phases in 
terms of growth. Hence, it is useful to divide the span of 
twelve years into two sub-periods : 1971-72 to 1977-78 and 
1977-78 to 1983-84. Such an analysis reveals that the compound 
rate of growth per annum in exports was 22.4 per cent in terms 
of current rupee values, 16.8 per cent in terms of SDR values 
and 7.8 per cent in terms of volume for the first sub-period, 
while it was 10.3 per cent, 9.0 per cent and 4.2 per cent* 
respectively for the second sub-period. For the entire period, 
1971-72 to 1983-84, the corresponding growth rates were 
16.2 per cent per annum, 12.8 per cent per annum and 6.3 per 
cent* per annum. 

2.3 In retrospect, there can be little doubt that, as compared 
with the past, our export performance since the early 1970s 
has Been both creditable and impressive. However, it has not 
been adequate either with reference to the growth in world trade 
or with respect to our needs. In the international context, the 
export performance of the Newly Industrialising Countries whe¬ 
ther the small East Asian countries or the larger Latin American 
economies has been' distinctly betfer. What is more, despite the 
higher rate of export growth, India’s share in world exports has 
continued to decline. It is worth noting, however, that India 
managed to maintain and marginally recover her share in world 
exports during fhe early 1980s. If India had managed to 
maintain its 1970 share in world exports, her exports in 1983 
would have been $ 11760 million, that is, 28 per cent more than 

*The compound rates ol' growth in the volume of exports relate to the 
periods from 1977-78 to (981-82 and from 1971-72 to 1981-82 respectively, 
as 1981-82 is the latest year for which index numbers on the quantum of 
exports are available. 
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they actually were. Of course, if India had managed to maintain 
her share in world exports at the 1960 level, her exports in 
1983 would have been $ 18820 million, that is, a little more 
than double thati they actually were. In the domestic context, 
the export performance has not been adequate insofar as the 
proportion of imports financed by exports declined sharply from 
1.01 in 1976--77 to 0.53 in 1980-81, whereafter it recovered 
a little but nowhere near enough insofar as export earnings finance 
just about 60 per cent of the import bill at present; it is worth 
pointing out that exports are sufficient to finance most of our 
present non-oil imports. 

B. Exports, Domestic Production and the National Economy 

2.4 Over the past three decades, the share of exports in GNP 
has ranged from 4 to 7 per cent. This share was at a level 
of about 6 per cent in the mid-1950s, whereafter it declined 
to a level of a little more than 4 per cent until the early 1970s. 
There was a quantum jump in this share from 4.6 per cent in 
1972-73 to 7.2 per cent in 1976-77. It declined somewhat 
thereafter and stabilised in the range of 6 per cent from the 
early 1980s. Given such orders of magnitude, which are hardly 
surprising in a continental economy such as India, the Comtnittce 
believes that there is no possibility of export-led growth. Indeed, 
growth-led exports are the more likely scenario in India. It 
is also important to recognise that, in the ultimate analysis, the pro¬ 
blem of Indian exports remains very much a problem of production 
and, in a macro-economic sense, it is unrealistic to expect that 
exports would grow significantly faster than real national income. 
Nevertheless, for the purpose of analysis and policy formulation, 
it would be useful to consider the export sector of the economy 
at a disaggregated level because the proportion of total output 
that is exported varies considerably across product groups. 

2.5 An examination of the present export basket reveals 
that there are four categories of exports which can be identified 
on this basis. First, there are e.xports such as gems & jewellery, 
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marine products, iron ore, manganese ore, mica, cashew kernels, 
where the entire output or an overwhelming proportion of the 
output is exported, and exports such as garments, carpets and 
handicrafts where production for the export market is, for all 
practical purposes, separated from production for the home 
market (Category A). Second, there are exports such as jute 
manufactures, coir products, leather & leather manufactures, 
tea, coffee, tobacco, castor oil, pepper, cardamom, where a large 
proportion of the total output, anywhere in the range 20—60 
per cent is exported (Category B). Third, there are exports 
such as textiles, machinery, transport equipment, metal and 
steel manufactures, chemicals & allied products, sugar and 
oilcakes, where a significant proportion of the total output was 
in the range of 10 per cent, is exported, (Category C). Fourth, 
there is a residual category of exporls, such as footwear, sports 
goods, processed foods, meat, rice or fruits & vegetables, where 
a marginal or very small proportion of the total output is exported 
(Category D). 


2.6 The trend in the share of each of these categories in 
India’s export earnings, excluding export of crude oil and 
petroleum products which emerged as significant in the early 
1980s, is worth noting. Between 1972-73 and 1983-84, the 
share of category A rose from 22.1 per cent to 37.9 per cent 
largely because of the phenomenal growth in exports of gems 
& jewellery, whereas the share of category Befell from 37.6 per 
cent to 17.8 per cent. Over the same period, the share 6f 
category C decreased from 21.1 per cent to 19.8 per cent, while 
the share of category D increased from 19.2 per cent to 24.,3 per 
cent. Therefore, it would appear that the relative importance 
of exports in category A has registered a very substantial increase, 
whereas the relative importance of exports in category B has 
registered a very substantial decrease; at the same time, the 
relative importance of category C in non-fuel exports has decreased 
somewhat, while the relative importance of category D has 
registered a discernible increase. 
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2.7 It is possible to derive some inferences in terms of both 
analysis and policy formulation, from the above classification of 
exports into four categories. First, in sectois where an over¬ 
whelming proportion of the output is exported or where pro¬ 
duction for exports is distinct from production for the home 
market, stepping up the rate of export growth would require a 
package of policies that stimulate production of such goods. 
Second, it would seem that in sectors where a large proportion 
of the output is exported, the pressure of domestic demand is 
probably an important factor which reduces the surpluses available 
for export, given the higher relative profitability of the domestic 
market; in such cases, the long-run solution might be to ensure 
that domestic production grows faster than domestic con¬ 
sumption, but in the medium-term or short-term it would be 
advisable to increase foreign exchange earnings per unit of 
exportable output by increasing the value-added before export. 
Third, in sectors where the proportion of output exported is 
significant but not large, the strategy should be to use foreign 
trade as a “vent for surplus”, because in many of these sectors 
capacities are under-utilised for lack of domestic demand; in 
these sectors, it may also be possible to separate production for 
the export market from production for the home market, at 
least in the medium-term, through bonded production as in FTZs, 
100% EOUs or the Advance Licensing System. Fourth, in 
sectors where a marginal or very small proportion of the total 
output is exported, policies should be so designed as to increase 
the relative profitability of exports, for in these sectors even a 
quantum jump in exports would not be at the expense of domestic 
consumption or the needs of the home market. 

2.8 It needs to be said that no particular sanctity should be 
attached to the aforesaid categories which are derived from the 
proportion of output that is exported. There might be other, 
better, typologies; what is more, this one has its limitations. 
First, such a categorisation does not capture the significance of 
new items in the export basket which emerge in an unexpected 
manner. For example, two decades ago, who would have 
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thought that diamonds, granite, prawns, meat or even eggs would 
fetch us foreign exchange. The policy framework should be 
flexible enough to respond to the emergence of such dynamic 
exports. Second, it is not that different factors constrain export 
performance in each of the categories or that different policies 
are required for each of the categories. Many of the problems, 
hence the necessary correctives, arc common and run across the 
export sector of the economy. The above classification of exports 
-simply highlights the relationship between the export sector and 
domestic production, to suggest that the approach or emphasis 
in terms of policy should, inter alia, be a function of the propor¬ 
tion of output that is exported. 

C. Constraints or, Export Perjonnance 

2.9 In any country, export performance is largely determined 
by the foreign demand for its exporfs; the commercial policies 
abroad, including tariff and non-tariff barriers, which affect the 
trade in products exported by it; the domestic supply of exports, 
which in turn depends on the domestic production and 
consumption of exportables; and the domestic policies towards 
exportables which influence the relative profitability of exports. 
At a macro level, it is exceedingly difficult, if not impossible, 
to generalise about the relative importance of external and 
internal factors. External factors play a significant role in the 
export performance of some sectors, while domestic factors and 
policies are crucial in others. 

2.10 The influence of external factors is important in exports 
such as tea, jute manufactures, spices, particularly pepper and 
cardamom, cashew kernels, marine products, iron ore, mica, 
leather & leather manufactures, where India has a significant 
share of world exports. Export performance in these sectors 
is naturally constrained by the pace of growth in world import 
demand, on which it is not possible for an exporting country 
to exercise any influence. The problem is accentuated where 
the world demand for these exports is inelastic and hence 



14 


growing slowly; in such cases, the minimum objective shou'd 
be to maintain our market share, and wherever possible the 
strategy should be to increase our market share. This point 
needs to be stressed particularly because, over the past two 
decades, we have steadily lost our share of the world market 
in several traditional exports. 

2.11 In principle, external factors should not constrain export 
performance where India is a small or marginal supplier of the 
particular product in the world market, which is the case for a 
large proportion of India’s exports. Indeed, it is often argued 
that it should be possible to increase our share of world exports 
in such cases irrespective of the increase in world import demand 
for these products. However, it needs to be recognised that 
quantitative restrictions on international trade in certain products, 
for instance those embodied in the MFA apropos garments, 
limit the growth in our exports. But that is not all. The 
increasing incidence of protectionism in the industrialised 
countries in recent years, embodied in cascaded tariff structures 
and a range of unquantifiable non-tariff barriers, also places a 
limit on the growth of our manufactured exports, even where 
India is a marginal or small supplier in the world market for, 
in practice, such restrictions constrain exports from countries 
which are not established as suppliers or are new entrants in 
the world market. This problem is often compounded wliere 
international trade flows, which constitute transactions between 
countries, are intra-firm transactions, whether we consider 
transnational manufacturing firms or transnational tradiiig firms, 
(n many of these sectors, the export performance of individual 
countries is determined not so much by the competitiveness of 
their exports as by the sourcing decisions of transnational 
corporations. 

2.12 In the aggregate, there can be little doubt that the factus s 
which affect the supply and the competitiveness of Indian exports 
are, in a sense, the basic determinants of export performance. In 
the view of the Committee, the domestic factors which have 
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constrained India's export performance are the costs of produc¬ 
tion', the pressure of domcsfic demand, the supply constraints 
and the procedural bottlenecks, which, along with the non-price 
factors such as quality and the product profile, have adversely 
iiffcctcd the competitiveness of our exports. 

Cl) Cosi o/ Production 

2.13 Like all prices, export prices arc closely related to costs. 
It follows that India's competitiveness in the world market is 
influenced by the changes in the cost stracture of its export in¬ 
dustries. The main determiivants of costs arc ; (i) the prices of 
inputs which derive from the structure of costs in the economy, 
(ii) productivity, which is, inter aliu, a function of the technoiogy- 
in-usc, the scalc-of-output. and the etficiency in management. 
India is often at a disadvantage vis-a-vis- competing countries 
hccausc its costs of pioduction, hence export prices, arc higher 
than in competing coonfrics, not only because of the higher prices 
of importable and non-traded inputs, or because of time and cost 
over-runs implicit in managerial inefllcicncy. but also because 
of much lower levels of productivity, all of which constraints 
stem from the aforesaid problems, hr many sectors, particularly 
in manufacturing activities, these problems which reduce the 
competiveness of our exports, have worsened over time. As the 
technology lags have increased, the productivity differentials have 
w'idened and the costs of inputs have continued to rise. It is 
necessary to point out that some factors influence competitiveness 
in general, while some others influence competitiveness in parti¬ 
cular prroducts. For instance, at a inacro-lcvcl, the management 
of the economy implicit in the nexus of trade policies, industrial 
policies and fiscal policies constifutcs a systematic factor which 
affects costs of production across-the-board, w'hercas, at a micro- 
level, the efficiency in management affects costs of production 
in particular firms ot industries. Or, to cite another example, a 
general inflation in the ecorfomy, which is greafer than that in 
competing countries, would raise costs in all industries, including 
export industries, and the competitiveness of all exports wcxild 
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be affected adversely. On the other hand, increases in the prices 
of particular inputs or raw marcrials would affect the export 
coinpetitiveness of some particular products alone. 

(b) Pressure of Domestic Demand 

2.J4 In any economy, changes in the levels of domestic 
demand exercise an important influence on domestic prices and 
costs. In view of the fact that a large proportion of India’s 
exports, whether consumer goods or intermediate goods, are 
exportables which enter into domestic consumption or use, the 
pressure of domestic demand affects both the surpluses available 
for export and the price competitiveness of exports. There are 
two basic factors underlying the pressure of .domesfic demand. 
First, the rapid growth in population leads to a rapid growth in 
domestic consumption. Second, the income elasticity of demand 
for most of our exports is quite high in the domcsi’ic market 
M'hat is more, the gigantic size of the home market means that 
even small increases in per capita consumption have serious 
repercussions on the surpluses available for export. The Com¬ 
mittee is of the view iliat, in relation to production, the domestic 
absorption of exportables has tended to increase faster than 
domestic production' in many sectors, and this has imposed a 
fundamental constraint on the possibilities of export* expansion. 
Of course, such increases in domestic conromption and absorp¬ 
tion are possible at given prices. An inflationary situation' affects 
export performance adversely in two ways ; (i) it improves the 
relative profitability of domestic sales as compared to exports, 
and thereby diverts exportable supplies to the home markeU 
(ii) it raises the costs of inputs which inflates production costs 
in export industries. 

(c) Supply Constraints 

2.15 Apart from the cost of production and the pressure of 
domesfic deman'd, supply constraints in export industries also 
influence the price competitiveness and the physical availability 
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of exports. Some of these factors operate in the economy as a 
whole, while some others are specific to particular export' sectors. 
For example, export supplies are often restricted by the inade¬ 
quate infrastructure, difficult production conditions or the non¬ 
availability of domestic materials and imported inputs at the right 
time. While some scarcities directly affect cost and competitiveness 
tlirough higher input prices which arc reflected in the costs of 
production, other bottlenecks simply constitute a physical 
constraint on the output available for exports. The Committee 
believes that such supply constraints arc quite common in our 
economy. 

td) Procedural Boitlcnecks 

2.16 The .system of cconmiiic administration' m India is 
characterised by a complex web of controls, procedures and 
regulations which inevitably leads to delays that are, inter alia, 
attributable to the multiplicity not only of objectives but also 
of licensing aufhoritie.s. The rigidity of the system leads to an 
escalation of costs and to a loss in time or eiffeiency that is 
difficult to measure. Exporting firms have to devote both time 
and resources to overcome these difficulties, as it is not a simple 
fask to cut through red-tape. It is not surprising, therefore, that 
the procedural bottlenecks implicit in the system adversely affect 
production and the smooth flow of exports. 

(e) Non-price Factors 

2.17 It is widely reqogni.sed that the competitiveness of 
exports also depends, fo a considerable extent, upon factors 
which are not reflected in' prices. As a matter of fact, non-price 
factors such as quality, marketing efficiency, designing and 
packaging, or delivery dates, have an important bearing on 
India’s actual and potential exports. This is particularly true for 
non-fradition'al exports of manufactures where the ability to 
compete in the world markets is inter alia a function of these 
non-price attributes of exports. 



2.17.i. Quality : There arc two aspects to this factor : first, 
the maintenance of quality control at any given point of time 
and, second, the improvement of quality over a period of time. 
Indian exports have been constrained on both counts. In several 
cases, exporting firms have not been able to maintain quality 
control and deliver the goods m keeping with the qualify of the 
sample provided; by slippin'g up on the quality of goods actually 
delivered to meet the export contract, which stems from laxities 
in the production or the packaging process, many a firm has 
famished the country's reputation as a reliable exporter in world 
markets and hence harmed long-term export interests. Therefore, 
strict quality control is an essential pre-requisite of sustained 
export growth. It should, of course, be accompanied by a 
siniuJlaneons attempt to continuously improve the quality of 
go(xls sold in the world market. The Committee believes that the 
lack of quality consciousness on the part of the producers in 
India constitutes an important problem which cannot be wished 
away. The solution lies not so much in policing or inspection us 
it docs in self-discipline and consciousness about the importance 
of the quality factor among the exporters themselves. 

2.l7.ii. Marketing : In generid, India has aftempted to sell 
what it produces but has not attempted to produce what it can sell 
in world markets. In' other words, there has not been a systematic 
effort to develop products and markets for exports. The develop¬ 
ment of brand names, the improvement in dtsigii’ng and packaging, 
the provision of an adequate alter sales service, and the prompt 
fulfilment of export orders in accordance with promised delivery 
dates, are all essential elements in a successful export effort. It 
goes without saying that the development of products for export 
calls for investments in the form of domestic resources, while 
the development of markets for exports requires investments in 
terms of foriegn exchange resources. The returns on such invest¬ 
ments cannot, by definition, accrue or materialise overnight. 
There are gestation Jags which need to be recognised. However, 
unless there is a conscious effort to improve marketing efficiency, 
it may not be possible for India to realise its comparative 



advantage in many sectors of exports, particularly in the sphere 
of manufactured goods. 

2.18 The above analysis and diagnosis of constraints on 
India’s export performance highlights the need for correctives, 
and constitutes the first step in the Committee’s discussion on the 
export sector. The next chapter reviews the present regime of 
export promotion policies and sets out the Committee’s recom¬ 
mendations for appropriate changes in export policies as also 
some prescriptions which follow from the diagnosis. 


S/3 Cominerce/85—3 



CHAPTER III 


i;xi*()Rr PROMorroN : policy and strateia 

A. The Context 

3.1 At the present stage of ceonornic Llevelopmcnt in India, 
it is essential to recognise the sfrategic role of exports. The 
Committee believes that, over the next decade, export earnings 
would have to finance a larger and larger proportion of imports, 
if we have to keep external borrowing and the burden of debt 
servicing within manageable proportions. We have a long way 
to go in attaining this objective insofar as our export earnings at 
presertt are not quite enough to finance even' the non-oil imports. 
All the same, it is clear that a sustained growth, perhaps a 
quantum jump, in exports is the most important means to attain 
the objective of self-reliance which requires a nation to rely on 
its own resources to finan'cc the process of development. 

3.2 The discussion that follows attempts to focus on export 
promotion policies ii> terms of analysis and evaluation on the one 
hand and prescription on the <rthcr. In a wider context, it is 
iinportanT to stress that the export sector should not be separated 
from the national economy, just as export policies should net be 
separated from economic policies. Even though the proportion 'of 
e.xports in GNP is relatively small, the inter-depcndeuce bct.veen 
export performance and export policies on the one hand and 
national econoimc performance and economic policies otv the 
other, is .significant. It is the considered view of the Committee 
that, in the long run, production for export's should not be seen 
in isolation from production for the home market, and export 
production ^ould constitute an integral part of production 
in the domestic economy. In the ultimate analysis, therefore, what 
is good for exports should be good for domestic production and 
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vice-versa. However, the structures of production which have 
evolved over three decades cannot be transformed ov'ernight and 
the transition would have to be phased over lime. In the interim 
period, export promotion policies would continue to perform a 
crucial role. 


B. The Rationale 

3.3 It Ts possible to consider Hie rationale for export promc'- 
tion in the Indian context at two levels. Af a macro-economic 
level, it is important to recognise .that the structure of tariffs and 
the import licensing system may discriminate against the export 
sector for two reasons. First, insofar as exporters have to pay 
higher than'world prices for imported or domestically produced 
importable inputs, they are placed at a disadvantage vis-a vis 
ihcir competitors; in the extreme, such a tax on inputs without 
any compensation on the output would mean that the effective 
protection for export activities is negative. Second, given the 
structure of tariffs and the degree of compensation implicit in 
the whole range of export promotion policies, the effective 
exchange rate for import-compeiin'g production is likely to be 
significantly higher than the effective exchange rate for export 
production, which means that the relative profitability of produc¬ 
ing exportables is lower than that of producing importables. 

3.4 .'\t a micro-economic level, the rationale for export promo 
lion is also two-fold. First, insofar as the co.st of traded and n-.m- 
traded inputs for firms engaged in export.s is higher than world 
prices, compensation in one form or another i.s necessary to 
place Indian firms at par with tlieir competitors in world 
markets; such disadvantages are exogenous to any firm tluu 
ventures into exports. Second, there are disadvantages that mv 
cndo.genous to the firms which are infants in export marketing 
and may be reluctant to undertake the initial investment neces¬ 
sary to opetr up new markets for exports; in the early stages it 
may be necessary to provide assistance to support such invest¬ 
ment, which should also give rise to external economies that 



jvitglit benefit the export trade of the country as a whole. There¬ 
fore, it would appear that, in the Indian context, export promo¬ 
tion policies need to perform two roles, that of providing 
compensation on the one hand and that of providing assistance 
fo remove disincentives on the other. While the former would 
be necessary on a sustained basis to neutralise disadvantages so 
long as they arc present, the latter would be necessary on a 
selective basis for a limited period of time. 

3.5 The importance of exports and the logic of export 
promotion, at fhe present juncture, are clear enough. However, 
'.he Committee recognises that export promotion absorbs scarce 
domestic resources which have alternative uses. Although there 
is. a perfectly plausible artd justifiable case for the promotion ot 
exports, it is important to assess the domestic resource costs of 
earning a dollar of foreign exchange through exports, just as it 
IS important to assess the domestic resource costs of saving a 
dollar of foreign exchange through import substitution. In other 
wetds, export promotion should be based on rational economic 
evaluation. The Committee also recognises that it would be 
exceedingly difficult to evaluate in quantitative terms, fhe social 
costs and benefits of export promotion, inter alia, because it is 
difficult to measure not only the benefits but also the costs. For 
one thing, it is almost impossible to establish any quantitative 
relationship between export promotion policies and the growth 
in exports, since export performance is determined by a much 
wider range of internal and external factors. For another, it is 
not easy to estimate the costs of export promotion, which are 
incurred not only by the Goverranenf but also by the private 
sector. Nevertheless, it is possible to keep in mind the direct and 
indirect costs of export promotion that are incurred by the 
Ciovernment, and these may be a reasonable proxy for the 
domesfic resource costs of export promotion. 

3.6 The Committee believes that it is necessary to consider 
the structure, ratioitale and scope of the present regime of export 
promotion policies at a disaggregated level. For this purpose, 
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it is useful tb distinguish between : (i) the duty drawback 
system; (ii) the market development assistance which is made up 
of tlie cash compensatory support and other forms of assistance 
for market development; (iii) fiscal concessions for exports; 
(iv) the import policy for exports; and (v) the Free Trade Zdhes 
and 100% Export-Oriented Units. The first two measures involve 
direct expenditure, from the budget, on export promotion, while 
the third measure involves some revenue foregone. The last two 
measures, on the other hand, do not involve the use of budgetary 
resources for export promotion, but simply provide the export 
sector of the economy with access to foreign exchange for the 
import of raw materials, manufactured intermediates and capital 
goods that are needed for export production. Apart from these 
measures, export promotion is also supported by a range of 
institutions which are considered separately in the last chapter 
of this report. 

C. Duty Drawback System 

3.7 The object of the duty drawback system,is to reimburse 
exporters for tariffs paid on the imported raw materials and 
intermediates and centra! excise duties paid on domestically pro¬ 
duced inputs which enter into export production. This is :i 
world-wide practice and the rationale is straightforward. C!us- 
toms duties and excise duties on inputs raise the cost of produc¬ 
tion in export industries and thereby affect the competitiveness 
of exports. Therefore, exporters need to be compensated for the 
escalation in their costs attributable to such customs and excise 
duties. 

3.8 There are at present more than 450 items on which all¬ 
industry rates have been fixed by the Government. These rates are 
derived from estimates of the average quantity or value of ma¬ 
terials used in the manufacture of exports, the average amowit 
of duties paid on imported materials or excisable niateri.ds 
used in the manufacture of thc.se good, and the average amount 
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of duties paid on the materials wasted in the manufacturing 
process, for each of these Items. Such average-industry rates 
arc fixed by the Drawback EWrectoratc in the Ministry of 
Finance and the disbursements are made through various Cus¬ 
toms Houses. There was a steady increase in the disbursc- 
meuts in the duty drawback system from Rs. 42 crorcs in 1973- 
74 to Rs. 204 crores in 1981-82, whereafter there has been a 
sharp decline in this sum which is probably attributable to the 
introduction of the Advance Licensing System that enables ex¬ 
porters to import inputs needed for export production on a 
dutv-frec basis. 


3.9 It is the view of the Committee that duty drawback 
system as operated at present has the following problems. 
First, it has been mentioned by trade and industry thiit there 
arc significant delays in the disbursement of drawbacks for 
which exporters are eligible. Second, the average-industry rates 
are based on conservative estimation and tend to be low, which 
means that customs or excise duties paid on inpuN which enter 
into export production arc not entirely reimbursed. Third, 
there is a range of exports for which average-industry rales 
have not been fixed, which means that exporters have to approach 
the Government for fixation of an average-industry or specific- 
brand rate, that is inevitably time-consuming. Fourth, even 
where the average-industry rates have been fixed, the exfwrter 
often finds that amount so determined is less than the duties 
actually paid; in these cases, the exporter can approach the 
Government for a specific-brand rate only if it is established that 
the average-industry rate reimburses less than three-fourths of 
the duties paid on imported or domestically produced inputs 
which enter into export production; the fixation of specific 
brand rates of drawback takes fur too much time. Fifth, there 
is the problem of classification at the time of disbursement, 
because even though there arc a large number of drawback rates 
there is a room for ambiguity in interpretation of the category 
to which a particular export belongs. 



D. Market Development Assistance 


3.JO An overwhelming proportion of the expenditure on 
Market Development Assistance is accounted for by the cash 
compensatory support regime. This is borne out by the data 
in Table 10 which show that 90—95 per cent of MDA expen- 
dituve was absorbed by CCS during the early 1980s. The re¬ 
maining part of the MDA resources is used to provide assistance 
for interest on export credit and financial assistance for export 
promotion including grants-in-aid to approved organisations for 
export development. The following discussion, therefore, seeks 
to ‘oeus on CCS. 

I, Cav/i Compensatory Support 

3.11 Cash assistance for exports, which has subsequently 
been termed as cash compensatory support, was introduced in 
19(56. The stated objective was to enable exporters to meet 
competition in foreign markets, to develop marketing compe¬ 
tence and to neutralise disadvantages inherent in the present 

stage of development of the economy. Over a period that 

spans almost two decades, there has been no substantive change 
in the rationale of this export promotion measure, althrmgh its 
scope and operation has evolved from experience over time. 
The Alexander Committee set out three basic principles under¬ 
lying the CCS regime ; (i) CCS should fully compensate for 
unrebated indirect taxes paid by exporters irn inputs which 

enter into export production; (ii) CCS should neutralise dis¬ 

advantages such as those implicit in freight rates which may be 
discriminatory or higher; (iii) CCS should provide assistance 
to finance the initial promotion costs in the case of new pro¬ 
ducts and new markets. In the perception of this Committee, 
CCS is designed to perform two basic roles : first, it is a facility 
insofar as it seeks to compensate for unrebated indirect taxes 
which arc not reimbursed through the duty diay^Jiack. system, 
and second, it is an assistance insofar as it attempts to provide 
resources for product/market developments 
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3.12 The available evidence in CCS, during the past decade, 
is set out in Tables 11 to 13. An examination of the data feads 
to the following observations on the evolution of the CCS 
regime : 


(a) The scope of the CCS has been steadily extended 
over th^ past ten years, inasmuch as the proportion 
of total exports eligible for CCS has risen from a 
level of about 20 per cent in the early 1970s to a 
little more than 40 per cent in the early 1980s, 

(b) The share of different product groups in the total 
CCS disbursed has changed significantly over time, 
which is borne out by the data in Table 11. For 
instance, engineering goods and chemicals & allied 
products, which accounted for almost 90 per cent 
of the total CCS in 1974-75, received just 50 per 
cent of the total CCS in 1983-84. At the same 
time, processed foods, carpets, jute manufactures, 
marine products, leather & leather manufactures, 
handicrafts, textiles including handlooms and gar¬ 
ments, which accounted for only 6.1 per cent of 
the total CCS in 1974-75. received as much as 
46.4 per cent of the total CCS in 1983-84. 

(c) The product-group composition of CCS has changed 
in keeping with the changing commodity composi¬ 
tion of exports, but it remains concentrated hugely 
in manufactured or processed goods. This stands 
to reason inasmuch as the incidence of unrehated 
indirect taxes is significant only in manufacturing 
activities, and resources for product or market 
development are essential in non-traditional or 
manufactured exports. 

(d) The rates of CCS as a proportion of the FOB value 
of exports typically range from 5 per cent to 20 
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per cent. Table 12 shows that of the 417 items 
eligible for CCS at present, a little more than half 
receive CCS at a rate less than 10 per cent, about 
one-third receive CCS at rates in the range of 
10—15 per cent, while the rest receive CCS at rates 
in the range 15—20 per cent. 

(c) The actual average rates of CCS disbursed a.s a 
proportion of the FOB value of exports for each 
of the major commodity groups is also in the range 
5—15 per cent, and these rates for each of the 
product groups eligible for CCS have remained re¬ 
latively stable over the past decade, as brought out 
in Table 13. 

3.13 The Committee made an attempt to assess the impact 
of CCS on actual export performance in retrospect. The simp¬ 
lest exercise was to compare the average annual rale of 
growth in CCS aided exports with that in exports not aided by 
CCS. It appears that between 1973-74 and 1983-84, the com¬ 
pound rate of growth in exports, in terms of current rupee 
values, was 14.5 per cent per annum for total exports, 21.0 
per cent per annum for CCS aided exports and 1 1.7 per cent 
per annum for exports not aided by CCS. However, the 
Committee thinks that such figures across product groups and 
over time are deceptive and should not be used to derive any 
inferences. There are two reasons for caution in interpreta¬ 
tion. First, such a comparison of growth rates leads to con¬ 
clusions which depend very much on the choice of periods, for 
example, if we compare the annual growth in CCS aided ex¬ 
ports with that in exports not aided by CCS, for each year over 
the preceding year, during the period from 1973-74 to 1983-84, 
no such unambiguous conclusion emerges. Second, a disaggre¬ 
gation between product groups which were eligible for CCS 
reveals no systematic relationship between CCS rates and 
export growth. 
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3.14 In the perception of this Committee, the above is 
hardlv surprising. There is a basic methodological problem in¬ 
sofar as export performance is influenced by a wide range of 
external and internal factors, including CCS, and it is exceed¬ 
ingly diflicull, if not impossible, to assess the impact of CCS 
alone. It is futile to search for a satistical causally or to reason 
on a past hoc ergo propter hoc basis. A meaningful analysis 
.would have to be disaggregated in terms of both products and 
time, and would have to examine the demand and supply 
factors which influence the exjMrt performance in specific 
sectoi's, to determine what the value of, or growth in. exports 
would have been in the absence of CCS. A precise answer to 
such an e.x hypothesi question is well nigh impossible, 

3.1.5 The Committee was informed that CCS rates are 
deieimined after considering the incidence of unrebated indirect 
taxes, the disadvantages implicit in higher freight rates and 
iptcrest rates as compared with competitors, and the cost of 
preduet/market development, ft is exceedingly diflicult to 
quantify cacli of these components of CCS across the wide 
I'iipge of eligible products. A rough as.scssir!cnt of available 
evidence suggests that at least two-thirds, in some cases as 
much as three-fourths, of the CCS disbursed in recent years 
was simply a compensation for unrebated indirect taxes which 
arc not refundable through the duty drawback .system. This 
proportion is probably itn under-estimate inasmuch as the 
evitlcnee on the incidence of unrebated indirect taxes relates to 
inputs at the final stage of the manufacturing process wliercas, 
in practice, the cascaded structure of taxation implies that there 
is an element of unrebated indirect taxes at earlier stages of 
the manufacturing process. What is more, the CCS disbursed 
is ;.tided to the taxable income of the exporter so that a 
sipnihcanl proportion of it is returned to the Government in 
the form of tax revenue. On balance, thererorc, it seems to 
the Committee that an overwhelming proportion of CCS is a 
compensation for unrebated indirect taxes, and it does not 
constitute an incentive. Such a conclusion has two implications. 
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First, CCS only ensures thafl taxes are not exported in 
the form of esealated costs, which is in keeping with the practice 
in liiost countries of the world. Second, in the absence of 
CCS, the competitiveness of Indian exports would be adversely 
aflected, and it is plausible to suggest that A'ilhout CCS our 
export performance would have been worse. 

11. Other Forms of MDA 

3.16 As stated earlier, the bulk of the resources jirovided 
fci market development assistance in the budget arc absorbed 
by CCS. About two-thirds of what remains is used to finance 
th> assistance to commercial banks on export credit e.xtendcd 
by them in the form of prc-shipmenl and post-shipment credit. 
O'^lv a very tiny proportion is left over to provide financial 
asshbmcc for export promotion, much of which goes in the form 
of grants-in-aid to organisations such as the Export Promotion 
Councils which are concerned with product and market develop¬ 
ment. Tlicsc export promotion measures are considered in the 
last chapter which examines the institutional framework. 

E. Fiscal Concessions 

3.17 Special fiscal treatment granted to exports takes two 
forms, that which relates to the payment of indirect taxes, and 
that which relates to the payment of direct taxes. The first type 
of concession is incorporated in the duty drawback system and 
the regime of cash compensatory support which seeks to re¬ 
imburse indirect faxes that are not refunded through the former. 
The second type of concession is incorporated in income-tax 
provisions where earnings from exports are either partially 
exempted from income-tax, or faxed at a lower rate. Such income- 
tax rebates have been provided to exporters in India in' one form 
or another since the early 1960s. This device is administratively 
feasible because it only makes use of tlie existing income-tax 
system for implementation; while it does not involve an iitcrease 
in Government expenditure, if does mean revenue foregone. In 
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fiscal terms, of course, revenue disbursed and revenue foregone 
are equivalent. 

3.18 The present regime of fiscal concessions for exports is 
embodied in Section 80-HHC of tlie Income-Tax Act which 
provides that 1 per cent of the FOB value of exports and 5 per 
cent of the incremental export turnover as compared to the 
preceding year, is deductible from taxable income. The incentive 
implicit in this export promotion measure is very small indeed. 
Assuming that the average rate of income-fax paid by exporters 
is 50 per cent and that the average rate of growtli in 
exports is 10 per cent per armum, these deductions in taxable 
income save the exporter less than one rupee in tax payable for 
every Rs. 100 of exports. What is more, where an exporting 
firm does not have a taxable profit, it derives no benefit from 
this fiscal concession. 

F. Import Policy for Registered Exporters 

3.19 In order to provide the export sector of the economy 
with access to importable inputs that enter irrto export produc¬ 
tion, at international prices, the import policy allows special 
import facilities lor registered exporters. The system of import 
replenishment licences which are related to the FOB value of 
exports is, for the most part, a facility insofar as it enables 
exporters to import inputs where the domestic substitutes are not 
adequate in terms of price, quality or delivery dates; it is also 
an incentive insofar as there is a ptremium on those REP licences 
which afe transferable. A REP licence makes it possible for 
exporters to obtain items that are either canalised or restricted 
in the import policy, subject to the limits and conditions specified. 
The replenishment rate and the range of items importable on a 
REP licence is, of course, related to the import content of export 
production. 

3.20 In this context, it is worthnoting that approximately 
two-thirds of total exports are eligible for import replenishment 
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facilities. The total value of all such licences issued during 
1983-84 was Rs. 2294.5 crores which constituted a little over 
one-third the FOB value of exports that are eligible for these 
facilities. The structure of the present import replenishment 
regime is based on two sets of distinctions : (i) import licences 
for export production are issued either ex post on the basis of 
the FOB value of exports where goods have been shipped,; ‘ or 
ex ante in' anticipation of exports subject to a stipulated export 
obligation; (ii) some of the import licences issued for export 
production are transferable, whereas the others are non-transfer- 
able. On this basis, it is possible to discern three categories of 
licences in the replenishment .system. First, there are REP 
licences for registered exporters which are issued ex post where 
the licence as also the goods imported are freely transferable. 
Second, there are duty-free advance licences, imprest licences, 
and dufy-free .special imprest licences, which are issued ex ante 
and are non-transferable. Third, there are Additional licences 
issued ex post to Export Houses and Trading Houses where the 
licence is not tfansferable but the goods imported are transferable 
to Actual Users or to supporting manufacturers. Consider each 
category in turn. 

3.21 In the first category, there is a long list of exports which 
arc eligible for REP licences, but this is not exhaustive. For a 
limited rarrge Of products specified in Appendix 21, duty-free 
imports are possible on REP licences, but for most of the eligible 
exports, are specified in Appendix 17, duty is payable on REP 
imports. Apart from imports of inputs that are canalised or 
restricted, it is possible for manufacturer-exporters lo obtain other 
items such as designs and drawings, catalogues, tools and even 
capital goods, within the value of the licence subject to certain 
conditions. In' 1983-84, such REP licences accounted for 
44.3 per cent of the total value of licences issued under the 
import replenishment regime. 

3.22 The second category where import licences are issued 
in anticipation for export production, accounted for 48 per cent 
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of the total value of licences issued under the import replenish¬ 
ment regime during 1983-84. Of this, duty-free advance licences 
constituted 11 per cent, imprest licences constituted 36.5 per 
cent, while special imprest licences constituted a mere 0.5 ncr 
cent, (i) For specified items set out in Appendix J9, dui'y-frec 
advance liceiK:e.s arc issued subject to a minimum value-added 
criterion either against a specific export order or aga:.ist a hulk 
export production programme, (ii) Imprest licences are issued 
cither against specific export orders to a regular exporfer or 
against an export production programme; the export obligation 
is stipulated on the basis of the replenishment rate, .md in cases 
where the export products are Pot eligible for the normal 
replenishment on the ba.sis of a minimum value-added criter on. 
Duty is payable on all such imports except in the case of 
imprest licences for trade in gems & jewellery, (iii) For tleemed 
exports, the necessary inputs can be imported through duty-free 
special imprest licences. 

3.23 In the third category. Export Houses and Trading 
H<v.ises are eligible for Additional licences as a proportion of the 
FOB value of their exports from the SSf sector and as a 
proportion of the net foreign exchtingc earnings in exports from 
the n'bn-SSl sector. Apart from Items in the automatic permissible 
category, it is possible to import items on OGL .md even capital 
goods, against these liccnce.s, subject to certain limits. Tn 1983-84, 
such Additional licences accounted for 7.7 per cent of the total 
value of licences issued under the import replenishment system. 

G. FTZs and 100 Per Cent EOVs 

.3.24 There aic at present two FTZs at Kandia and Santa 
C’ru/:, the performance of which has shown a distinct improve¬ 
ment in recent years. Consequently, the Government has 
decided to establish four more FTZs. The rntionale of sov:!: 
FTZs is to provide duty-free access to imports of raw materiais, 
intermediate goods, capital goods and technology on OfJI., 
without any licensing restrictions which are implicit in the 



33 


provisions of MRTP nnd FERA. I'he unils in F1 Zs uic nlso 
provided with a tax holiday for a period of live years. Fakcn 
together, these facilities are meant to create an environment 
where the firm is at complete par with other competitors in 
the world market. In practice, however, expectations have not 
been fully realised. For one thing, these FTZs have found it 
difficult to sell their entire output in the international market. 
For another, the type erf environment that was conceived was 
iiot entirely created. 

3.2.5 The Committee would, therefore, make the following 
suggestions, (i) In view of the fact that it has not been possi¬ 
ble to protect the entrepreneurs in Fl'Zs from the plethora of ^ 
procedures and the multiplicity of authorities, it is essential to 
create a fully empow'ered statutory authority for controlling 
all matters relating to all FTZs which would, in effect, provide 
a one-window clearance, without reference to ccncurrence from 
other departments, (ii) The choice of industries to be located 
in the FTZs should he a matter for careful consideration, 
because these zones should constitute a window to the world 
for the acquisition of sophisticated technologies which arc not 
readily available in the domestc tarilT area, and also serve as a 
means to the end of imparting higher skills and expertise to our 
v\'orkers and managers, (iii) The desire to sell a part of the 
production from these Fl’Zs in the domestic market not only 
constitutes a soft option but also conflicts with the raison d’etre 
of FrZs. It need hardly be emphasised that the objective of 
FTZs should be to earn foreign exchange ihrougl! exports. The 
Committee believes that the present concession which cnaiiles 
units in Fl’Zs to sell 25 per cent of their output in the domestic 
market against valid import licences should be continued inaw 
Tinich as it is conducive to ellieicnt import substitution. 

3.26 I'he scheme of 100 per cent Export-Oriented linn,-; 
was introduced in 1981 to provide duty-free acces.s to imports 
of raw materials, intermediate goods, capital goods and techno¬ 
logy on. OGL. These units have also been exempted fro>m 
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normal licensing provisions in the domestic tariff area and res¬ 
trictions implicit in MRTP and FERA. Their production is 
bonded for export and the units can be established anywhere 
in the country. As their rationale i.s very similar to that of 
FEZs. there is justification in the claim that they should also 
be provided with a tax holiday for five years. While it is too 
eariy to judge the performance of 100 per cent EOUs, the 
suggestions made in para 3.25, in respect of FTZs, should ipso 
facto be applicable to these units. In fact, it would be appro¬ 
priate that the authority envisaged for FTZs also has the powers 
to formulate policies and take operational decisions in the case 
of 100 per cent EOUs, 

H. Changes, Rtiiioiialisaiion anil Prescriptions 

3.27 In the preceding chapter, the Committee analysed the 
constraints on India’s export performance. The highlights of 
this diagnosis were that the competitiveness of India’s exports 
is constrained largely by domestic factors whic!'. manifest them¬ 
selves in the costs of production, the pressure of domestic de¬ 
mand. and non-price factors, as also of course the rela'dve pro¬ 
fitability of exports. In general, the costs of production in 
India’s export industry are higher than in competing countries 
because : (i) the cost of inputs, whether imported or domesti¬ 
cally produced, is higher, and (ii) the productivity which is a 
function of the technology-in-usc and the scale of production is 
lower. The pressure of domestic demand improves the relative 
profitability of sales in the domestic market as compared to 
exports and reduces the surpluses available for export. Non- 
price factors such as quality or marketing efficiency, which in 
turn is a composite of several attributes, tend to reduce the 
ability of Indian exports to compete in world markets, 

3.28 It would seem that the present regime of export pro¬ 
motion policies, which has been considered at some length in 
this chapter, seeks to resolve only some, by no means all, of the 
problems which constrain export performance. The import policy 
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for export production, combined with the duty drawback system, 
attempts to provide exporting firms in the domestic tariff area 
with importable inputs at world prices. At the same time, the 
FfZs and the 100% EOUs attempt to provide exporting firms 
in bonded zones with an access to inputs and capital goods at 
world prices. The CCS regime, on the other hand, is designed 
to reduce the costs of domestically produced inputs used in 
the export sector through a reimbursement of umebated indirect 
taxes. It is not certain that these export promotion measures 
entirely fulfil their objectives. The resources provided for pro¬ 
duct/market development in order to combat the non-price 
factors which might worsen the competitiveness of exports are 
very limited, whether we consider CCS or other forms of MDA. 
Similarly, the attempt to improve the relative profitability of 
exports through the fiscal concession implicit in Section 80-HHC 
constitutes a very small incentive. 

3.29 From the above, it is possible to draw three inferences. 
First, the present regime of export promotion policies is mostly 
a compensation for disadvantages faced by the expt)rtcr on 
account of domestic economic policies, and the element of in¬ 
centive, if any, is very small indeed. Second, tlie compensation 
is perhaps not entirely adequate, whether we consider the CCS. 
the duty drawback system or the import facilities for export 
production. Third, even if these measures were perfect in their 
operation, there is a wide range of factors that constrain export 
performance which are left untouched by the regime of export 
promotion policies. An examination and review of the present 
set of export promotion measures, in juxtaposition with the dia¬ 
gnosis of constraints on export performance, leads the Com¬ 
mittee to suggest the following changes. 


3.30 First, the duty drawback system should be rationalised 
in such a manner that it provides an expeditious and complete 
reimbursement of ta!xes paid on inputs that enter into export 
production. For this purpose, the delays in the disbursement 
of drawbacks for which exports are eligible should be 
S/3 Commerce785—4 
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eliminated through a simplified payment scheme; the average- 
industry-rates should not be fixed in a conservative manner but 
should attempt to give the benefit of doubt to exporters; the 
request for spccific-brand-rates should be considered \vherever 
the exporter claims that the existing drawback is not sulficient 
to compensate for the duties actually paid; the rates of draw¬ 
back, whether average or specific, should be fixed within a stipu¬ 
lated period and wherever that is not possible, a minimum draw¬ 
back should in any case be provided on an interim basis, the 
multiplicity of drawback rates should be reduced in such a 
manner so as to avoid problems of classification that arise a.t 
the time of reimbursement. It is worth noting that the Econo¬ 
mic Administration Reforms Commission has also emphasised 
the above points. 

3.31 Second, the regime of c.ash compensatory support must 
be maintained in its present form as a facility, so that the export 
sector is not at a disadvantage in world markets on account of 
either unrebated indirect taxes or the cascaded structure of taxa¬ 
tion. The CCS regime would have to continue so long as the.se 
disadvantages are implicit in the structure of domestic fiscal 
levies. The present practice of including CCS as a part of 
taxable income is not logical inasmuch as it implies taxing the 
compensation for unrebated indirect taxes. The Committee 
would, therefore, urge the Government to consider exempting 
CCS from income tax. The rates of CCS should be rationa¬ 
lised to reduce their mulliplicitv as far as possible on the basis 
of evidence available about the incidence of unrebated indirect 
taxes which enter into the cycle of manufacturing for export. 
The existing system of announcing the rates for a period of 
three years should continue. In the view of the Committee, 
the remaining part of the CCS, which is supposed to provide 
assistance for product or market development, should be used 
in a selective manner, so that the resources available for export 
promotion are deployed in a cost-effective manner. Such assis¬ 
tance should be provided to sectors where we have a potential 
comparative advantage and should be reduced over time as 
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infant export industries grow up and become competitive in 
world markets; the resources so released can then be used for 
product and market development in other emerging infant ex¬ 
port sectors. 

3.32 Third, the present import replenishment system-for 
export production should be re-formulated along the lines of the 
advance licensing system for the category of manufacturer-ex¬ 
porters, so that Ihe exporter is provided with complete access 
to imported inputs at world prices in anticipation of production 
for exports; such import facilities should be duty-free and subject' 
to the actual-user condition. I' should then be possible to 
eliminate licensing under the import replenishment regime for 
manufacturcr-exp.irters who opt for the new system through the 
introduction of a pass book for each exporter, which specifics 
the export product, the maximum import content of export pro¬ 
duction and the range of inputs importable for that product; all 
such imports would be entered into the pass book, as also subse¬ 
quent exports, and a periodical monitoring would ensure that 
the export obligation is met. In eflcct, this would mean a 
permanent replenishment licence for esttiblished manufacturer- 
exporters (say those who have been regular cxporlcr.s for three 
years or more) which would provide duty-free access to import¬ 
ed inputs in anticipation of exports. Of course, this would 
mean that the du'y drawback system would then reimburse only 
central excise duties paid by exporters on domestic inputs that 
enter into export production. The present import leplenishment 
system would continue for merchant-exporters, export houses, 
and trading houses, as also for manufacturer-exporters w’ho 
are not eligible for or who do not opt for this new system. 

3.33 The aforesaid changes and rationalisation in the present 
regime of export promotion would ensure that the export sector 
is provided access to imported inputs at world prices, and that 
domestically produced inputs wliich enter into export production 
are available at prices which compensate for the incidence of 
unrebated indirect taxes. At the same time, the selective 
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assistance for export promotion, which is incorporated in the 
CCS regime, would provide the domestic resources that are 
needed for product and market development by infant export 
industries. Nevertheless, the earlier diagnosis suggests that a 
number of factors which act as a constraint on export performance 
would remain operative inasmuch as the re-formulated export 
promotion policies are not addressed to those problems. In 
order to alleviate such constraints, or at least reduce their 
incidence, the Committee would make the following recommen¬ 
dations. 

3.34 The importance of the exchange rate for the relative 
profitability of exports need hardly be stressed. Insofar as the 
exchange rate determines the rupee return per unit of foreign 
exchange earned from exports, it is an important factor that 
influences the competitiveness of our exports in world markets. 
In this context, the real effective exchange rate is more relevant 
than the nominal exchange rate. In the view of the Committee, 
the real effective exchange rate of the rupee should not be 
allowed to appreciate and should be maintained at a level 
considered appropriate for ensuring the competitiveness of 
exports. 

3.35 Given an exchange rate, the Committee believes that 
fiscal concessions are an important means of improving the relative 
profitability of exports. This would be particularly relevant in 
sectors where the proportion of total output exported is significant 
but not large, or in sectors where a marginal or very small 
proportion of the total output is exported. The Committee 
would, therefore, suggest that the Government may consider 
exempting 50 per cent of tbe profits from exports from income 
tax. While it may be difficult to assess the actual profits derived 
from exports in any firm, a simple rule to follow would be to 
use the ratio of exports to total sales as a basis for estimating 
the share of profits from exports in total profits. 

3.36 In the perception of the Committee, apart from the 
higher costs of inputs, the competitiveness of Indian exports 
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is also adversely affected by the lower levels of productivity, as 
compared with competing countries, which is, inter alia, a 
consequence of the scale of production and the technology in 
use. In order to reduce the impact of such constraints, if is 
suggested that export production, in appropriate cases, should 
be exempted from capacity licensing provisions implicit in 
industrial policy and restrictions on imports of capital goods or 
technology in import policy. The Committee recognises that this 
may not be possible across-the-board and would need to be 
done on a selective basis. [The Kapur Committee on Exports 
of Engineeriirg Goods has made a selection of ‘thrust industries’ 
where it would be advisable to move in this direction. It is 
the view of this Committee that similar exercises in selectivity 
should be undertaken for other export .sectors]. What is more, 
in cases where a firm is willing to accept aw obligation that it 
would export 60^—70 per cent of its total output, it should be 
provided with importable inputs, at world prices, as also with 
access to capital goods and technology, without the restrictions 
that may be applicable to others. 

3.37 The development of markets for exports often calls 
for investments in the form of foreign exchange resources, 
whether on' warehousing, after-sales service, advertising, brand- 
name development or access to established market channels. 
Towards this objective, it has been suggested to the Committee 
thaf there should be an exchange entitlement scheme for 
exporters, EESE, which would enable them to use a certain 
fraction of their foreign exchange earnings for the purpose of 
market development. The Committee would commend this 
suggestion to the Government for closer examination as an 
alternative to the present system. In fhe interim, the procedural 
impediments in the present Blanket Permit Scheme should be 
removed. 

3.38 The difficulties which arise from the pressure of ilomcstic 
demand on the owe hand and from the quality factor on the 
other, also constitute important censtraifits on export performance. 
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Apart from measures to improve the relative profitability of 
exports, there arc no simple solutions to these problems insofar 
as their manifestations are economy-wide and cannot be addressed 
in a piece-meal manner. Nevertheless, these constraints need to 
be recognised as also resolved. 

3.39 In sectors where the pressure of domestic demand 
squee 2 es the available exportable s.urplus, the long-term solution 
is to increase the domestic production at a rate which is higher 
than the increase in domestic consumption. In the interim, there 
arc two possible solutions. First, there should be a conscious 
attempt to increase foreign' exchange earnings per unit of output 
by increasing value-added before export. Second, minimum 
volumes should be set aside for exports even in lean years, as 
stop-go policies are not in the long-term export interest; of course, 
insofar as wage goods or necessities are concerned, the interests 
of the domestic consumer wcmld ha\e to be kept in mind. 

3.40 Apropos the quality factor, it is self-evident that the 
realisation of the need, as also the necessary correctives, must 
stem from the manufacturers themselves. In the ultimate 
analysis, the level of quality consciousness and the degree of 
quality control would improve through competition which would 
increase efficiency and productivity over time. In addition, the 
Committee would like to suggest certain mechanisms which are 
set out in the last chapter on the institutional framework, to 
facilitate the attainment of this objective. 

3.41 The changes, rationalisation and prescriptions cUtlined 
above, it is hoped, would resolve some of the major problems 
that constrain India’s export performance. The Committee 
believes that a re-formulation of policies along these lines is a 
necessary condition for stepping up the rate of export growth, but 
it is not a sufficient condition. Export promotion policies can 
only provide an environment that is conducive to exports. At 
a micro-level, in an economy such as India, it is for firms, which 
have grown accustomed to a sheltered domestic market, low levels 
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al quality con'sciousness and high profits at home, over the past 
three decades, to venture into export markets that arc fiercely 
competifive. In other words, a framework of policy can be so 
designed as to take a horse to the water but it cannot make it 
drink. It is, therefore, imperative that those who are in the 
export business should show greater initiative, dynamism and 
aggressive salesmanship to enter into, and establish themselves 
in the world market. On' the path to. sustained export growth 
there can be no substitute for the entrepreneurial spirit embodied 
in the human factor. 



CHAPTER IV 


IMPORTS AND IMPORT POLICY 

A. Structure of Imports 

4.1 In order to suggest appropriate changes in, and rationali¬ 
sation of, import policies for the conservation of foreign 
exchange and the promofion' of efficient import substitutioi>, 
as a first step, it is necessary to examine the structure of imports. 
It need hardly be stressed that trade policies in India have always 
sought to provide for imports which are essential fo support levels 
of consumption, investment and production (including production 
for exports). At the same time, the need for economising on 
the use of scarce foreign exchange has also been recognised. 
The evolution of import policy in India over the past three 
decades has, inter alia, been determined by these basic 
considerations. 

4.2 The Committee believes that, to a considerable extent, 
the room for manoeuvre in terms of import policy is influenced 
by the composition of imports. At the beginning of the 1980s, 
for example, essential consumer goods constituted about 10 per 
cent of total imports, capital goods including components and 
spares constituted another 1.5 per cent, raw materials and 
manufactured intermediates accounted for about 35 per cent, 
while fuels made up 40 per cent of the import bill. This structure 
of imports emerges clearly from the data presented in Table 15 
which is based on the Standard Internationa] Trade Classification 
categories, as also from the data from Table 14 which presents 
the same information, making a distinction between capital goods 
(complete machinery and equipment, components and spares), 
consumer goods (food, edible oils and essential finished goods), 
crude oil and petroleum products, and raw materials and 
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intermediate goods (crude materials, fertilisers, chemicals, paper, 
precious stones, iron & steel, and non-ferrous metals). The share 
of crude oil and petroleum products in total imports witnessed 
a dramatic increase after the early 1970s, but the composition ot 
non-fuel imports has not registered any significanjl change over 
the past decade, although the share of consumer goods has been 
influenced by the variations in the imports of food and edible 
oils. 


4.3 In the view of the Committee, it is also useful to make 
a distinction between bulk imports such as foodgrains, vegetable 
oils, fertilisers, crude oil and petroleum products, iron & steel, 
non-ferrous metals, newsprint, and cement on fhe one hand, and 
the remaining imports on the other. Table 16 which outlines the 
trends in the imports of the specified bulk items over the past 
decade reveals that their share ranged from one-half to two-third 
of total imports. The provisional figures for 1983-84 suggest 
That, at presenrt, this proportion is a little over 50 per cent. There 
arc two characferistics of such bulk imports which are worth 
noting. First, in a fundamental sense, these arc essential imports 
which are necessary to support levels of consumption and pro¬ 
duction in the economy. Second, all these specified bulk imports 
are in general canalised, so that the decision about the volume 
and value of imports is made by the Government. 

4.4 The possibilities of conserving scarce foreign exchange 
should, therefore, be explored in this context, which would re¬ 
quire a careful scrutiny of this import basket to determine whether 
foreign exchange expenditure can be trimmed without squeezing 
essential consumptiotr or starving the production process of 
necessary inputs. In other words, the assumpfion of inflexibility 
in the basket of bulk imports, which derives from an import 
pessimism, needs to be re-examined. On this basis, it might be 
possible to save on foreign exchange through a systematic and 
careful planning of such canali.sed imports. Needless to add 
that it should also be possible to curb the growth in imports 
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insofar as excessive imports are a corollary of insufficient domestic 
prirduction, by stepping up the domestic production of these 
importables or by encouraging the use of substifutes in 
consumption. The need for, and the possibilities of, such import 
substitution is discussed later in the report. 


B. Cunalhaiion of Imports 

4.5 The Government has entered into foreign trade transac¬ 
tion's through the medium of State trading organisations for more 
than two decades. Such participation has always been far more 
important in imports than in exports, whether we consider 
absolute values or relative proportions. Beginning in the early 
1970s, there has been a steady increase in the incidence of 
canalisation which has, over the past decade, become an integral 
part of import policy. So much so that, during the period from 
mid-1970s to the early 1980s, canalised imports constituted as 
mi!.ich as three-fifths to two-thirds of the total imports. There 
has, since then, been a slight decline in the share of canalised 
imports but this is probably attributable to the slow-down in 
imports of crude oil and petroleum products rather than to de¬ 
canalisation on a significant scale. 


4.6 The Committee discussed the rationale of, and the need 
for, canalisation of imports. It was felt that the basic principles 
underlying the policy of canalisation in selected items, as 
enunciated by the Alexander Committee, were sound and should 
continue fo guide our policy on this subject. The Committee 
noted with concern' the dissatisfaction, expressed by trade and 
industry, abc.ut canalisation with respect to availability, delivery 
schedules and prices, which has tended to escalate costs and 
compound invenfory management problems. While the 
Committee recognises these difficulties, in its view such problems 
arise on account of the choice of items sought to be canalised, 
the agencies chosen for the task, or just poor implementation. 
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4.7 The Committee would suggest the following guidelines 
for a systematic review and rationalisation of canalisation policie.s 
apropos imports : 

4.7. a. The Rationale .—The Committee believes that 
canalisation of imports should constitute fhe exception rather 
than the rule, the objectives of which should be to : (i) obtain 
better terms of trade, through bulk purcba.scs, than would other¬ 
wise have been possible, (ii) realise economies of scale in tVadc 
operation's, and (iii) plan for the volume of imports to manage 
the supply of essential inputs and commodities. 

4.7. b. Choice of [tents .—The Committee is of the view that 
canalisation of imports should be selective and based on the 
following criteria : (i) items where the size of imports exceeds 
a certain minimum threshold in terms of absolute value; (ii) items 
which are cither homogeneous or standardized; (iii) items which 
are subject to administered prices; and (iv) items which are 
strategic or sensitive in nature. While the first three criteria are 
based on' economic considerations, the last is based on non¬ 
economic factors. In terms of the economic criteria, it is clear 
that where the size of imports is small or where there are 
variations in terms of differentiation and specification, the item 
should not as a rule be canalised. 

4.7. C. Choice of Agencies. — It is recommended that agencies 
for canalised imports should be selected on the basis of 
two criteria : (i) A manufacturing firm should not be the 
agency for importing the item it produces, (ii) There should 
not he multiplicity of canalising agencies; in other words, it would 
not be advisable to adopt Che principle of nominating a separate 
canalising agency for each item. There are two reasons under¬ 
lying the latter criterion. First, it takes both lime and resources 
to develop infrastructure and expertise for operating in world 
markets and, wherever possible, canalising agencies should benefit 
from economies of scale which stem from operations across a 
range of items. Second, this method would enable agencies 
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responsible for a large value of canalised imports to develop into 
trading houses with a potential for export promotion. 

4.7. d. Implementation .—Insofar as difficulties have arisen 
from poor implementation of canalisation policies, the Ccynmiltee 
would recommend the following changes in the mefliod of 
operations ; (i) canalising agencies should be able to plan their 
purchases in advance, so as to link them with production cycles 
in producer countries, and be given the freedom to decide on 
the time of the purchase so as to enable them to obtain better 
terms of trade; (ii) the planned volume of imports should not 
be announced in public, as it only tends to push up world prices 
in items where India is a large or significant buyer; (iii) the 
service charges levied by canalising agencies should be monitored 
and fixed at reasonable levels by an independent authority; and 
(iv) wherever possible and appropriate, there should be more 
competition for canalising agencies. With reference to this last 
criteria, it should be en'sured that the objective of increasing 
competition does not lead to a multiplicity of canalising agencies. 
It is worth noting that in several cases, canalising agencies do 
at present compete with imports through REP licences; in sucii 
cases, equal tariffs for all importers would stimulate competition 
further. 

4.7. e. The Committee recommends that the existing position 
on canalisation of imports should be reviewed in accordance with 
the aforesaid criteria and guidelines and, wherever necessary, the 
import of items may be decanalised. 


C. Structure of Import Policy 

4.8 To begin with, it needs to be recognised that the import 
policy which is announced every year influences a relatively small 
proportion of the total imports. A little more than half of the 
total foreign exchange expenditure is attribufable to canalised 
imports which are determined by Government decisions. There 
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is also a significant element in the import bill which is constituted 
by aid-financed imports. Such imports, alm.ost as a rule, are 
Tied to source or to end-use or both, which means that these 
imports are cle facto out of the regulatory control of the import 
policy. During the early 1980s, gross aid utilised, which may 
be taken' as an approximation for the value of aid-financed 
imports, was about 15 per cent of total imports. Therefore, it 
would seem that, in effect, import policy as discussed in the 
following paragraphs covers only one-third of the country’s 
imports. 

4.9 The Committee decided that in order fo review the 
structure of import policy, it would be appropriate to make two 
distinctions. First, it is necessary to distinguish between alter¬ 
native means of regulatipg imports, that is, tariffs and quotas; 
within the latter, it would also be useful to keep inf mind the 
varying degrees of restriction implicit in the different categories 
of the import licensirrg system. Second, it is necessary to 
distinguish between the import of capital goods, the import of 
intermediate goods and the import of consumer goods. The 
following discussion considers both these issues in turn. 


D. Tariff versus Quotas 

4.10 The issue of the choice between tariffs and quotas, as 
alternative instruments of trade policy, was debated at some 
length. The Committee believes that, in the ultimate analysis, 
tafriffs should replace quotas over time. In principle, this would 
be a step in the right direction for a number of reasons. First, 
as the n'umber of import transactions has increased over the years, 
import licensing has become more complex to administer in a 
prompt manner. Second, it may be easier for importers to assess 
the costs and the availability in the case of tariffs as compared 
to quotas. Third, fiscal controls may be preferable to physical 
controls in administrative terms, ■ as they would reduce the 
incidence of delays and misuse. F’ourth, in accordance with the 
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object of dc-escalatiiTg profection over time, a reduction in tariffs 
rather than quotas wcfjld be more transparent and easier to 
comprehend on the part of import-competing firms. 


4.11 The Committee recognises thai the process of transifion 
would have to be gradual as tariffs and quotas are not perfect 
substitutes for one another. In many cases, the tariff equivalent 
of quofas, for example in the case of capital goods, may be so 
high that it would further escalate the domestic costs of 
production, without any change in the degree of protection; in 
such cases, it may be preferable to retain the import" licensing 
system. Bearing in mind this genera! principle, the Committee 
has suggested some areas where it would be advisable to move 
from licensing to tariffs. Wherever licences arc sabslituted by 
tariffs, if needs to be accepted that tariffs are an instrument of 
trade policy and not a means of raising revenue. In a situation 
where domestic resource mobilisation is exceedingly difficult, 
tliere is a distinct possibility that the revenue raising objective 
may retain importance and precedence. Hence, fhc Committee 
recognises that the proposed change in the role of tariffs would 
have revenue implications that would determin'e the pace of the 
transition from physical to fiscal controls in trade. During fhe 
period of transition, the structure of tariffs and the import licensing 
policies would have to be harmonised with each other, which is 
not the case af present. Beginnings arc always difficult. Yet, 
the Committee believes that if there is to be a transition from 
quotas to tariffs, it is imperative to evolve a mechanism supported 
by a group of experts who would formulate the guidelines and 
the methodology for the rationalisation of the tariff structure and 
the harmonisation of import licensing with tariffs; this would 
enable the Ministry of Finance to restructure the tariff rates. 
It goes without saying that a clo.se inter-departmental co-ordination 
between the Ministries of Commerce, Industry and Finance is 
a pre-requisite for the proposed change to be introduced. The 
Committee hopes that this interim institutional mechanism wcrjld 
ultimately evolve into a suitable permanent arrangement. 
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E. Import Policy for Copital Goods 

4.12 The present regime for 'he import of capital goods 
provides for three categories. First, where the'C is no domestic 
production, the specified capital goods can be imported under 
OGL. Second, where there is domestic production and 
imports are an exception rather than the rule, the specified 
capital goods aic placed on a restricted list which constitutes a 
near-ban. Third, where capital goods are not specified in tiliicr 
of the two aforesaid categories, imports are subject to a licens¬ 
ing procedure; applications for such imports are examined on 
merits by the Capital Goods Committees and an import licence 
is issued where the concerned technical authority gives clearance 
from the ‘indigenous angle’ and where the concerned sponsoring 
authority certifies 'essentiality'. The clearance from the techni¬ 
cal authority is based on a physical concept of indigenous availa¬ 
bility insofar as it implies that there is no domestic production 
of the capital goods or that the domestic manufacturer cannot 
supply it in reasonable time. 

4.13 In the perception of the Committee, the import policy 
for capital goods has wide ranging implications not only in terms 
of trade policies but also in terms of technology policy and in¬ 
dustrialisation strategy. On the one hand, it is important to 
recognise the validity of the infant industry argument for pro¬ 
tection insofar as an indigenous capital goods sector is an essen¬ 
tial part of any sustained industrialisation. On the other hand, 
it is also important to recognise that access to capital goods 
available in the world market is necessary for modernisation and 
technological upgradation in the industrial sector. Clearly, an 
appropriate policy should attempt to strike a balance between 
these objectives, but that is easier said than done. 

4.14 The Committee reviewed the evolution and the present 
structure of the import policy for capital goods. In its view, 
the stress on import substitution over the past three decades has 
created a wide ranging and fairly sophisticated base in the 
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capital goods sector. Yet, the lack of exposure to international 
competition has led to high costs and inadequate qualities in 
several cases. In this context, the Committee felt that the 
liberalisation in the import policy for capital goods smee the 
late 1970s was a step in the right direction. Nevertheless, the 
Committee believes that there is considerable scope for rationa¬ 
lising the import policy for capital goods by : (i) co-ordinating 
the import licensing system with the structure of tariffs, and 
(ii) making changes which would ensure that domestic produc¬ 
tion of capital goods becomes competitive over lime without 
neglecting the infant industry argument for protection. After 
careful consideration ol all the issues, the Committee would 
suggest the following changes in the import policy for capital 
goods. 

4.15 There should be a rationalisation of the tariff structure 
in the case of capital goods which are on OGL. Insofar as 
there is no domestic production of such capital goods, tariffs 
arc not needed as a means of protection or an instrument of 
trade policy. Such tariffs only serve the purpose of raising re¬ 
venue. Imports of such capital goods should, in general, be 
subject to low tariffs, as their availability at close to world 
prices would further the objective of modernisation at low cost, 
technological upgradation and efficient import substitution. High 
tariffs may, however, be used wherever necessary depending on 
cnd-usc; in other words, in sectors where the Government 
decides to discourage the domestic production of the final good. 


4.16 The range of capital goods in the present restricted 
list, which implies a near-ban. would account for a substantial 
proportion of the domestic production in the capital goods 
sector. The need to strike a balance between protection on the 
one hand and competition or access on the other is perhaps the 
most relevant in this category. Where the domestic production 
of such capital goods has been in existence for a long time, say 
a decade or more, it would be advisable to de-escalate the level 
of protection in a planned manner so that dome,stic producers 
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of c.ipital goods are exposed to competition and also have an 
adequate opportunity in terms of time to reduce their costs of 
production. For this purpose, the Committee would suggest 
that the import licensing for this category should he relaxed, by 
redefining the concept of indigenous availability in economic 
rather than in physical terms. In other words, where the 
domestic price of a capital good exceeds the landed price nf its 
imported equivalent inclusive of duty, by more than a specified 
proportion, the imports should be licensed. In general, the 
tan’l rate and the preference implicit in the specified proportion, 
taken together, should not provide a nominal protection greater 
than 100 per cent. Therefore, protection would be provided- 
through a combination of import duties and licensing, and pro¬ 
tection can be de-escalated over time by reducing the 'ariff 
rales or by reducing the specified proportion. It would, of 
coiirse, be necessary to ensure that it is the level of effective 
protection that is de-escalated over time rather than just nominal 
protection, because if the nominal protection for intermediate 
good> that go into the production of these capital goods is 
high, or is raised at the same time, the effective protection on 
the production of capital goods might be lowered too sharply 
and might even become negative; in such cases, the aforesaid 
ceiling of 100 per cent, in terms of nominal protection for the 
capit-al goods, should be suitably adjusted, 

4.17 The import licensing procedure for the residual 
category of capital goods should be continued with some changes 
and rationalisation. In other words, wherever necessary, sumo 
of these goods may be placed on OGL, subject to the appro¬ 
priate tariffs. However, in cases where : (i) domestic produc¬ 
tion constitutes a relatively small proportion of domestic 
demand, (ii) domestic production is in an infant stage, or 
(iii) domestic production is contemplated on the basis of per¬ 
ceived comparative advantage, imports of capital goods should 
remain subject to the licensing procedure. Given that capital 
goods are importable by Actual Users alone, this policy would 
ensure that there is no escalation in the domestic cost of 
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production on account of import duties, which would have to be 
high if the tariff is to provide protection equivalent to the quota. 
The Committee believes that the difference between the ’domestic 
price and th duty-inclusive price of the imported equivalent 
should constitute one of the criteria in the import licensing pro¬ 
cedure so that the concept of indigenous availability is not only 
physical hut also economic. 

4.18 For the sectors which are selected for :apid modernisa¬ 
tion. and for lowering of investment costs, the required capital 
goods should be identified and placet] on OGL with a zero or 
negligible tariff. 

F. Import Policy for huermediate GoocL 

4.19 The present structure of import policy for intermediate 
goods is as follows. Imports of rtiw material.s. components, 
spares and consumables are classified into four categories in the 
import licensing system: restricted, limited permissible, auto- 
raatice permissible and OGL. The degree of restriction implicit 
in these categories is, infer alia, a function of the proportion of 
estimated domestic demand that can be met through domestic 
production. Where domestic production is adequate, the speci¬ 
fied intermediates are placed in the restricted category and 
imports are the exception rather than the rule. Where domestic 
production is significant but available quantities and delivery 
schedules are not adequate, the specified intermediates are 
placed in the limited permissible category and import licences 
are issued on merits. Where domestic production is marginal 
in relation to domestic demand, specified intermediates are 
placed in the category of tiutomatic permissible. Those inter¬ 
mediate goods which are not specified in either of the aforesaid 
three categories are placed on OGL. Therefore, in the case of 
intermediate goods, OGL is, in essence a residual category, 
although a range of intermediate goods is also specified as OGL 
for Actual Users, or OGL for Actual Users and Export Houses / 
Trading Houses, or OGL for stock and sale. 
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4.20 The Committee reviewed the rationale and 'he stiiicture 
of import policy for intermediate goods. It appears that the 
policy-mix is determined by a multiplicity of objectives. For 
one thing, it makes a distinction between imports for export 
production and imports for domestic production. For another, 
it attempts to strike a balance between access to importable 
inputs at world prices and the need for providing adequate pro¬ 
tection to import-competing industries. In the pursuit of these 
objectives, the refinements introduced into the import policy 
from time to time have made it more complex and, consequently, 
the procedures have also become more cumbersome. The dis¬ 
tinction between the automatic permissible and the limited 
permissible categories cannot be said to be scientific or precise. 
There is a clear trade-off between fine tuning of imports on the 
one hand and complexity of procedures on the other. A resolu¬ 
tion of one problem tends to exacerbate the other. But that is 
not all. There are two other discernible problems. First, the 
import policy for intermediate goods, and the degree of resiric- 
tion implicit therein, is not a function of the domestic prices of 
importable inputs. Second, the tariff structure and the import 
licensing system often run at cross purposes. Given the charac¬ 
teristics of the intermediate goods sector in the manufacturing 
process, where the output of one industry constitutes the input 
for another, this has meant that the objective of efficient import 
substitution has eluded us. The prices of domestically produced 
importable inputs have remained higher than corresponding 
world prices because domestic resource-costs have not been an 
important criteria in the formulation of import policy, as a 
result of which infant industries have not become competitive 
over a period of time, 'fhe prices of imported iiiputs have also 
tended to remain higher than corresponding world prices on 
account of the structure of tariffs, 

4.21 The Committee recognised that intermediate goods are 
.somewhat different from capital goods in terms of their impli¬ 
cations for import policy. First, unlike capital goods, interme¬ 
diate goods are far more substitutable in alternative uses. 
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Second, imports of intermediate goods are a recurring pheno¬ 
menon unlike imports of capital goods, which take place once 
in-a-\vhile or once-and-for-all. Nevertheless, the Committee 
believes that there is scope for rationalisation and simplification 
in the import policy for intermediate goods. It would make the 
following suggestions for this purpose : 

4.21.i. The raw materials, components, spares and con¬ 
sumables in the present restricted category should be moved to 
the specified OGL list for Actual-Users, in the first instance with 
a high tariff which provides a protection from imports equivalent 
to the erstwhile licensing system. This high laricl should be 
dc-escalated over a period of five or more years in accordance 
with a pre-announced schedule. Of course, it is the level of 
effective protection that should be de-cscalated over time. Such 
an approach would ensure that domestic producers , of these 
intermediate goods have an adequate opportunily to reduce their 
costs over time. 

4,21.ii. The automatic permissible category should be 
merged with the category of OGL on une side and the category 
of limited permissible on the other. For this purpose, the 
present automatic permissible list should be reviewed, in ca.scs 
where the interests of domestic production arc not significant, the 
items should be moved to the specified list in OGL for Actual- 
Users or for Actual-Users and Export Houses/Trading Houses; 
and the necessarv protection should be provided through tariffs. 
In cases where the interests of the domestic production are signi¬ 
ficant and where there is a valid infant industry argument, the 
items should be moved to the limited permissible category, and 
protection should be provided through the import licensing 
system. 

4.21.iii. In the limited permissible category, where the 
import licensing system should be retained, the domestic resource 
costs of imports competing production should be kept in mind, 
but it should also be ensured that the costs of imported inpi!t.s 
to domestic industry are not escalated by the tariff structure. 
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4.21.iv. It is imperative that the structure of tariffs and 
the import lecensinj; system are harmonised with each other. 
The mi.x of the two policies would become counter-productive if 
the former is perceived an instrument of fiscal policy while the 
latter is perceived an instrument of trade policy. Insofar as 
both tariffs and quotas rcjiulate imports, they must operate in 
tandem rather than intjepcndently of each other. 

G. Import Policy for Consumer Goods 

4.22 Except for a few essential commodities such as food- 
grains and edible oils, the present import policy docs not permit 
the import of consumer gotxis. It is, however, worth noting 
that some imports of consumer goods arc permissible for 
Indians returning from abroad, subject to the limits and condi¬ 
tions specified in the baggage rules .or the transfer of residence 
rules. In considering the import policy for consumer goods, it 
is necessary to distinguish between essential consumer gt>ods, 
which are required to meet basic human needs on the one hand, 
and non-essentia! consumer goods, including luxury goods, on 
the other. As a rule, the present import policy docs not permit 
the import of consumer goods, except for a limited range of 
cs.sential commodities such as foodgrains. edible oils, medicines, 
books, and specified fabrics. This is nothing ncv/. It has been 
so for the past three decades. Ihc Committee believes that, 
in a situation, where foreign c-xchange resources are scarce, the 
present policy which bans the im|xirt of non-cssential con.sunicr 
goods should be continuc<|. 

4.23 In this context, the Committee also considered the 
widespread incidence of smuggling in consumer gtwds sue)) as 
textiles, watches, consumer electronics, durable luxury goods and 
.sold. It is c.xeoedingly difficult, if not impossible, to estimate 
the extent of smuggling but, irrespective of the magnitude, 
smuggling is obviously financed out of foreign exchange which 
would otherwise be available to the economy. The principal 
sources for the financing of .smuggling are the remittances sent 



through illicit channels, exports ol silver or other banned goods, 
under-invoicing of exports and over-invoicing of imports. There 
are no simple or straightforward solutions to this problem; never¬ 
theless, insofar as it has economic origins and represents illegal 
transactions in foreign trade, the problem should be explicitly 
recognised and subjected to careful examination by a group oi 
experts. 



CHAPTER V 


TECHNOLOGY, IMPORT SUBSTITUTION AND 
INDUSTRIALISATION 

A. Import Policy for Technology 

5.1 It is widely accepted that technology is cenlial to the 
process of economic growth and industrialisation. While t!'.c 
pace of industrialisation in India has been impressive over the 
past three decades, in our view, there are a number of sectors 
where the level of technological development in the economy at 
the present juncture can and should be raised. Where it is 
inadequate, the underlying factors are manifold and ccinplex. 
The end result is more easily discernible. The continuous 
technological upgradation, which is a necessary condition for 
rapid and efficient industrialisation, has not taken place cither 
through imports of technology 'or through indigenous techno¬ 
logical developmeitt. Many examples come to mind where 
technologies have been imported for particular sectors at a point 
in time and absorption of such technologies has been follttwed 
by fossilisation rather than innovation. It would be reasonable 
to ask why. While we cannot provide a definitive answer, in 
our judgment the possible rea.sons are as follows, 

5.3 Imports of teehnology as a means for technological 
upgradation may have been constrained by a number of factors. 
First, it is possible that the present set of policies which regulate 
imports of technology, such as the emphasis on lump sum pay¬ 
ments, the limit on equity participation by foreign firms or the 
licensing procedure for capital goods, limit the breadth and 
depth of technology imports. Second, it is possible that the 
present regime for imports of technology is liberal and 



58 


permissible enough at a macro-ieve], but the available access has 
not been used on account of attitudes at the micro-level and 
the limited technological capacity of the importing firms. Third, 
restrictive policies pursued by the sellers of technology in the 
world market also limit continuous technological iipgradution 
since the world m.arket for technology is dominated by trans¬ 
national firms who are not always willing to share their R&D 
or their product/proccss innovations with buyers of technology 
in developing countries. 

.^.3 Indigenous technological development as a means lor 
continuous technological upgradation may have been constrain¬ 
ed by a different set of factors. First, it is possible that compe¬ 
tition among domestic firms has not been sufficient to provide 
an inducement for technological Improvement and change. 
Second, it is also possible that the levels of investment in R & P 
have not been enough to make for innovations and technical prtv 
gress. Clearly, the two factors are inter-linked. 

5.4 An economy should be able to move from importation 
to absorpli<in and adaptation of technology through to the ^^tago 
of innovation, at least in some sectors, on the path to .sustained 
industrialisation. It should, therefore, be recognised that im¬ 
ports of technology and indigenous technological development 
arc not mutually exclusive. An unlimited and continuous access 
to imports of technology would mean that ttimorrow never 
comes for the indigenous development of technology. On the 
other hand, a reliance on indigenous technological dcwlopmcnt 
alone would add to both time-lags and resource costs, whicli wc 
cannot afford. Hence, the two need to be combined m a 
judicious mix. 

5.5 The Committee believes that, at the present stage of 
our development, it is necessary to provide a more iiheral 
access to imports of technology in most sectors of the economy; 
however, in a few sectors where resources have been provided 
for R&D expenditure in significant amounts and the develop- 
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ment of indigenous technology is about to come-of-age, it might 
be advisable to exercise caution in the mattci- o*' impoi ts. In 
this context, if is important to distinguish between technology 
embodied in capital goods and disembodied technology in the 
form of know-how. It is the view of this Committee that the 
former should be governed by the import policy regime for capi¬ 
tal goods vvhich has been outlined in the preceding chapter. The 
Committee would like to make the following recommendations 
apropos the latter. 

fi) In cases where it is possible to buy foreign 
technology, without foreign equity constituting a 
part of the package, such imports should be placed 
on OGL subject to appropriate ceilings on lump sum 
payments and royalties for a specified maximum 
period. 

(ii) In cases where it is not possible to import techno¬ 
logy without foreign equity participation, or where 
the ceilings mentioned above are exceeded, such 
imports should be seiective and would need to be 
regulated by the FIB. In the perception c'f the 
Committee, these imports of technology should he 
permissible when there is a guaranteed access to the 
continuous technological upgradation in the parent 
firm, provided that the terms of the technology 
transfer arc competitive and reasonable. 

5.6 Apropos an import policy for technology, there are other 
two questions that arise. First, how many firms should be 
permitted to import the same technology at a point of time. 
Second, how often should technology imports be permitted in 
a particular sector ? Inter alia, the answer to the former would 
depend on the size of the domestic market, while the answer to 
the latter would depend on the rate of technological obsolescence. 
We believe that the multiplicity and periodicity of technology 
imports should not be over-regulated insofar as it limits 



60 


competition between firms in the economy. While imports of 
technology by a large number of firms at a point of time, or the 
same number of firms more frequently over a period of time, 
would imply some duplication and a possible waste of resources, 
the profitability of such imports from the viewpoint of the firm 
which, in turn, would depend on the size of the domestic market, 
should place a natural limit on such imports. 

5.7 The Committee recognises that a liberal access to 
itnpuiis of technology might be necessary in some sectors of 
the economy, but it is by no means sufficient to ensure conti¬ 
nuous technological upgradation. Towards that objective, it 
needs; to be combined with appropriate policies that would 
ensure an obsorption of this technology and create conditions 
which would be conducive to innovation. In principle, the 
present framework of fiscal and trade policies is designed to 
promote R&D, insofar as R & D expenditure is lax deductible 
and imports for use in R&D are on OGL. Yet, the pace of 
indigenous technological development is not adctjuatc. 'I'bere 
is obviously some truth in the proverb that necessity the 
mother of invention. In other words, domestic firms would 
move from the stage of importation through absorption to 
innovation, if and only if they arc induced by nr expectatioii of 
liigher profits, a fear of competition or a threat to survival in the 
maikct, For this purpose, it would be necessary to increase 
the competition among domestic firms which, in turn, would 
require that industrial policies or import policies do not consti¬ 
tute a harrier to entry by new firms in the sector concerned, it 
would also be necessary to ensure that sub-optimal scales of 
production and limits on growth in the size of the Firm, both 
of which may stem from capacity licensing provisions, do not 
reduce the incentive for investment in the form ot R&D 
expenditure. 

5.S .The removal of barriers to entry by new firms .and the 
relaxiition of capacity licensing provisions might constitute a 
step in the right direction, but may not sulfice unle.ss tt liberal 
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;iccefe t(i imports of technology is somehow combined with a com¬ 
mitment to further technological development through R&D. The 
Committee recognises the dilemma that continuous free access 
to imports of technology, on a repetitive or recurring basis for 
a firm, may constrain the prospects of absorption and develop¬ 
ment o! technoiogv thiough R&D at home. A oossibie reso¬ 
lution of this problem-may, perhaps, lie in linking access to 
technology imports inter aliu with the growth in sales/size of 
the firm, its R&D effort or its export performance. The Com¬ 
mittee would like to stress that these are not definitive solutions 
to the problem and that, under no eireumstanees, should this 
lapse into a reliance on administrative or bureaucratic scrutiny. 

B. Import Siihstitiition 

5.9 Over the past three decades, import substitution has 
constituted an integral part, if not the key-stone, of industriali¬ 
sation strategy in India. The rationale was set out with clarity 
in the Mahalanobis model. In retrospect, there can be little 
doubt that the strategy was not only a source of industrial 
growth but also enabled India to develop a wide ranging and 
sophisticated industrial sector. In the mid-1980. however, 
India’s industrialisation has reached a stage of development 
where the process of import substitution is nearly complete in 
certain sectors, but where it is not, an evaluation and rationa¬ 
lisation has no.v become necessary. 

.5.it) In principle, it should be recognised that import 
substitution is not only a correct strategy but iilso inevitable in 
a continental economy such as India. Nevertheless, \hc Com¬ 
mittee believes that it cannot and should not be pursued reeard- 
less of eonsideratiims relating to cost, e'tliciency and time. In 
other words, the emphasis of policy should move from import 
substitution per se to efficient import substitution. Therefore, 
an assessment of the domestic resource costs of import substi¬ 
tution is absolutely essential. In this context, it is obviously 
important to recognise ihe infant industry argument for 
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protection. However, this argument is valid provided the infant 
grows up over time and compensates society for the costs in¬ 
curred in the learning period. Consequently, we must ensure 
that infant industries do not remain infants in perpetuity or 
make a transition from a first childhood lo a second cltildf’ooU, 
without going through a period of adolescence and atiulthoc’d. 

5.11 The Committ'ee would like to strc.ss that a high level of 
protection for import-competing industries cannot be justified for 
an unlimited period of time, a.s it leads cither to high costs or ti> 
monopoly profits or to both, which arc not" in the interest of the 
economy in' general and the consumers in particular. After 
three decades, it is now time to take slock and lliink about our 
strategy of industrialisation. There can be liftle doubt that iti 
the early stages it was both essential and desirable to foster 
Import substitution through import policies which protected 
domestic producers from external competition The rationale 
went beyond the infant industry argument as the policy-mix 
.sought to protect an infant manufacturing sector. Such an 
approach was necessary at the time and served a valuable purpose. 
Indeed, in some sectors, import-competing production was over 
time transformed into export production that became competitive 
in world markets. In other sectors, however, the combination 
of low-quality and high-prices, which has been infiicted upon 
buyers, has become more and more apparent with the passage of 
time. At the present stage of industrialisation, it has become 
necessary to make a careful assessment of the social costs and 
the social benefits in these sectors. The distribution of benefits, 
arising from import substitution, between the producers or sellers 
on the one hand and the consumers or buyers on the other is 
also not an unimportant issue. 

5.12 In order to attain the objective of cfiicient import 
substitution, it is essential to de-escalate the level of protection 
and ensure that infant industries grow up over time and become 
competitive. We recognise that such structural adjustment, which 
is an integral part of industrialisation, cannot be a pain'Iess 
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process. Therefore, it would be advisable to specify a time 
Itorizon over which protection would be gradually reduced. The 
rcditefion in the incidence of protection would need to be phased, 
so as to ease the process of transition because it would be difficult 
for domestic firms accustomed to af level of protection to make 
tructural adjustments overraght. Clearly, the period over which 
protection is de-escalated v;ould vary across sectors as it would 
be a function of; (i) the age of the industry, depending on 
whether it is an infant, an adolescent or an adult in terms of 
uinc, and (ii) the perceived lags in the learning process which 
may be specific to particular industries. The programme for the 
de-escalation of protection over time should, of course, provide 
for adequatc/cffective safeguards through which it would be 
possible to check either a sodden surge of imports on account 
of dumping or any other situation that seeks fo threaten the 
domestic industry with serious injury or market disruption. 


5.13 There are two other aspects of the transition to efficient 
!!iiporf substitution which need to be stressed. First, the 
dc-cscalation of protection over time, whether through a reduction 
in tariffs or through a relaxation in licensing, should be formulated 
in terms of effective protection rather than nominal proteefion. 
For instance, a reduction in the nominal protection for a particular 
siood might lead to a sharp decrease in effective protection if it 
is associated with no Change in the nominal protection for its 
inputs, and it might lead to an increase in effective protection 
if (he nominal protection on inputs is reduced in larger proportion. 
Second, import substitution should not be evaluated for a 
particular sector in isolation without reference to the presence or 
absence of backward linkages. There is often a tendency to focus 
Of import substitution at the last stage of the manxifacturing 
process which is deceptive, as it conceals the costs in terms of 
foreign exchange expenditure. For instance, a high degree of 
restriction on the import of a final good, which is associated with 
a liberal access to imported inputs that go into its production, 
yields a very high degree of effective protection on the final good 
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an'd creates the possibility of negative value-added at world prices; 
assembly operations based on CKD or SKD imports, established 
in the guise of manufacturing for import substitution, are a 
consequence of this limited view (hat significantly reduces the 
prospects of efficient import substitution. This proposition leads 
to two inferences ; (i) fn cases where assembly operations arc 
associated with negative value-added at world prices, it would 
be preferable to import the final good or do without it altogether, 
(ii) In cases where assembly operations arc associated with a 
positive value-added at world prices but very high degrees of 
effective protection, the logic of the phased manufacturing pro¬ 
gramme should not simply be to reduce the import content of 
domestic production over a specified period; it should also reduce 
the effective protcefion at the final stage of the manufacturing 
process over time and ensure that there arc backward linkages 
in this process of import substitution. 

5.14 The Committee thinks that it is important to be selective 
in import substitution just as in export promotion. The selection 
of sectors where we should emphasise import substitution in the 
next decade or so should, of course, be based on rational criteria. 
The share of imports for a particular sector in total imports aad 
the share of imports in the total consumption for a particular 
sector, as also the changes in these proportions over time, arc 
perhaps the most relevant considerations. On this basis, import 
substitution in bulk items such as crude oil and petroleum products 
where we have achieved a reasonable measure of success, and 
manufactured intermediates such as fertilizers, steel, cement and 
newsprint or consumer goods such as edible oils where we have 
not succeeded, should receive high priority. In many of these 
items, such as edible oils, cement, newsprint iron’ & steel, imports 
have risen from very low or moderate levels in the mid-1970s 
to rather high levels in the early 1980s. Consequently, the share 
of these imports in total imports, as also the share of imports in 
domestic consumption for each of these sectors, has registered 
a significant increase. These facts are a cause for concern, 
particularly in edible oils where we were n’et exporters during the 
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1950s, and in cement where India had a comparative advantage, 
that should be realised in the form of export. 

5.15 Apropos new thrusts in import substitution it is useful 
to distinguish betwen the manufacturing sector on the one hand 
and the agricultural sector on the other. The focus of strategy 
so far has largely been on! the former; it is now time to redress 
the balance. The Committee would suggest that in flic manu¬ 
facturing sector emphasis should now be placed on import 
substitution in some of the manufactured intermediates which 
have been specified above, because the rapid growth in imporfs 
is a corollary of the insufficient domestic production of these 
importables. As for the agricultural sector, where we have 
achieved a reasonable measure of success in foodgrain's, oilseeds 
are the most obvious sector for a major push m terms of import 
substitution, but there are others. It need hardly be stressed that 
the domestic resource costs of import substitution nvast be kept 
in mind even for the selected sectors. 

5.16 The approach to import substitution outlined in the 
above paragraphs has been kept in view by the Committee in 
formulating its suggestions and recommendations apropos import 
policy in the preceding chapter. 


C. Trade, Industrialhation and the Economy 

5.17 At the beginning of this report, it was stressed that a 
macro-economic perspective is essential because developments in 
the foreign trade sector and developments in the economy as a 
whole are inter-dependent. Therefore, trade policies should not 
be seen in isolation from economic policies, just as the external 
sector should not be seen in isolation from the national economy. 
The Committee recognises that the framework of trade policies is 
an importairt determinant of the rate of export expansion and 
the pace of import substitution. At the same time, however, it 
is important to recognise that the prospects of export promotion 
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and import substitution are significantly influenced by economic 
performance in other spheres. 

5.18 There is a clear nexus between trade policies, industrial 
policies and fiscal policies v/hich, taken together, determine the 
relative profifability of production whether for import substitution 
or for exports. The re-formulation of trade policies suggested in 
the preceding pages cannot bring about the desired results unless 
it is associated with the necessary change in other economic 
policies. It would be useful to illustrate this proposition with an 
example. Consider a good where tariffs are reduced or import 
licensing is relaxed to de-escalate protection in a phased manner. 
It cannot be sufficient to induce competition and hence reduce 
costs unless the degree of restrictions on the domestic production 
of such goods is also relaxed at the same time. In other words, 
the barriers to entry by new firms implicit in the provisions of 
industrial licensing policies would need to be remo\’ed. But that 
is n'ot all. The coordination of trade policies and industrial 
policies alone would not suffice. If the structure of taxation 
implicit in fiscal policies escalates the costs or erodes the 
profitability of domestic production, the objective would not be 
attainable. The moral of the story, if one emerges, is that a 
coordination of trade policies, industrial policies and fiscal policies 
is esscirtial, so that they run in tandem and reinforce each other 
rather than work at cross-purposes. It is the view of the 
Committee that the policy-mix which would be necessary to bring 
out an acceleration in export grov/fh, would also lead to efficient 
import substitution. 

5.19 A macro-economic perspective also suggests that the 
performance of the foreign trade sector is very much a function 
of the performance of the economy as a whole, whether it is 
growth in the agricultural sector and the irrdustrial sector, on 
the one hand, or an alleviation of infrastructural bottlenecks and 
a better management of the economy in both fire public sector 
and the private sector, on the other. After all, in the ultimate 
analysis, sustained export growth depends on the increased pro- 
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diictior) of importables both of which, in turn, depend upon the 
nature and pace of economic growth. The stress on such a 
macro-economic view might, at one level, appear trivial, but it 
deserves to be made explicit simply because the determinants of 
the produclioit or the prices of tradable goods must be located 
in the nafionai economy rather than the external sector alone. 
For this reason, the Committee has emphasised two propositions : 
first, that export production must constitute an inlegral parCof 
production in the domestic economy and second, that efficient 
import substitution must be based on efficient industrialisation. 
The Committee also recognises that the integration of production 
hir the c.vport market and production for the home market, as 
also the transition to efficient import substitution is easier said 
than done. This is because the level of quality-consciou.sncss, 
the lechnologies-in-use and the consequent structures of production 
which have evolved over three decades cannot be transformdd in 
air instant. The transition would have to be phased over time 
in a planned manner. Until the long-term correctives improve 
the growth performance and the level of efficiency in the economy, 
in the interim, we would have to be selective in our approach 
and experiment with structural change in a few identified sectors 
to attain the objectives of acceleration in export growth and a 
move tc efficient import substitution. 

5.20 Almost four decades have ptissed since India attained 
independence. Over this period, the economy has acquired a 
fairly sophisticated and highly diversified industrial base, a sub¬ 
stantial capital goods sector, a skilled labour force, and a 
reservoir of highly trained manpower in the form of scientists, 
engineers, managers and entrepreneurs. The pace, the range 
and the depth of industrialisation has, on the whole, been 
impressive, particularly as compared with the colonial past. It 
needs to be recognised, however, that Indian industrialisation has 
been characterised by successes as well as failures, by sunlight 
and by shadows. At this stage of our industrialisation, therefore, 
it is essential to talcc stock and evaluate. After all, policy 
formulation is an iterative process of ‘learning by doing’, and not 
®/3 Commerce/SS—6 
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simply of ‘doing by thinking’. In learning from experience, a 
recognition of past mistakes is as important as an emphasis on 
past achievements. It is now time to think. It is also now time 
to experiment. It would always be possible to improve the 
situation by tinkering with the policy-mix at the margin; and 
although more of the same may be better, it may not be encwgh. 
The Committee beHerves that this juncture is the appropriate time 
to explore new avenues and chart new directions in co-ordinating 
and evolving a policy-mix for the next stage of our industrialisa¬ 
tion, towards which some ideas have been developed in this 
report. 



CHAPTER VI 


THE INSTlTUriONAL FRAMEWORK 

6.1 It is widely recognised that the framework of institu¬ 
tional support performs a crucial role not only in promoting 
exports but also in facilitating foreign trade. Beginning in the 
late 1950s and the early 1960s, several institutions, as also or¬ 
ganisations, were established in India for this purpose. In 
retrospect, there can be little doubt that the institutional frame¬ 
work so created served a valuable purpose and made a signi¬ 
ficant contribution to the foreign trade sector. More than two 
decades have passed since then. The Committee believes that 
it is now time to evaluate the performance of these institutions, 
to assess the adequacy of the existing arrangements, to examine 
the relevance of these institutions,at the present juncture and, 
wherever necessary, to re-define the role of sucli supporting insti¬ 
tutions in response to the change in circumstances. After all, 
no institutional framework is so perfect that it is appropriate or 
adequate in perpetuity. The utility as also the strength of 
institutions stems from their ability to adapt, to evolve and to 
change. It goes without saying that, in the process, established 
institutions may need to be restructured, old institutions which 
have outlived their utility may need to be dispensed with, while 
new institutions may need to be created. 

6.2 The discussion in this chapter is structured as follows. 
The first part considers the institutions that have been established 
for the specific purpose of export promotion; the second part 
attempts to focus on the institutional infrastructure which provide 
facilities for the export sector; the third part outlines some new 
directions and prescriptions. At the outset, the Committee 
would like to point out that a complete evaluation of the entire 
regime of institutional support would require systematic studies 
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which were noi possible within the time available. Therefore, 
the recommendations of the Committee are in the nature of 
guidelines and the con.sequent operational steps should be worked 
out In- ihe Ministry of Commerce. 

.A. The Tn'itilut'ums 

(a) Export Promotion Councils 

6..1 The EPCs were established not only to act as a bridge 
between the exporting community and the Government but 
also to provide the nexus of services needed to support the ex¬ 
port ■'Cetor. It appears that these organisations have tended to 
emphasise the former at the expense of the latter. There is a 
feeling that all exporters do not derive the same benefit from 
them. The EPCs have been far more coneerned with appeals 
to the Government apropos incentives or procedures, and this 
role IS akin to that of asscx’iations of trade tint! industiy. The 
Committee believes that the EPCs must be reoriented to perform 
llicir role of a catalyst in terms of product and market develop¬ 
ment. In other words, they must provide their members with 
assistance on trade information, product adaptation, quality 
control and market development. To alttiin the desired objec¬ 
tives. the Committee would make the following recommenda¬ 
tions. (i) A technical cell, manned by experts, should be estab¬ 
lished in each EPC to provide advice to members on produc¬ 
tion and marketing; the quality of this .service would be ensured 
only if these were rendered for a fee. which covers a part of the 
expenses, because members would not pay something for noth¬ 
ing. (ii) Each EPC should have a permanent cell to cater to 
the interests of exporters from the small scale sector, (hi) The 
Ministry of Commerce, through the Joint Secretary concerned, 
should provide more guidance and coordination than is the case 
at present, with the object of developing the promotional role of 
EPCs. (iv) In matters relating to study teams, market surveys 
and sales promotion, the EPCs must be given much more auto¬ 
nomy. (v) The role of the Chief Executive in every EPC i.s 



crucial and, in order to impart a new sense of purpose and direc¬ 
tion to the Councils, it would be desirable that the Chief Execu¬ 
tive is appointed by the Government. The EPCs should not 
be allowed to languish or to wither away to the point of irre¬ 
levance. 

(b) HFT ami TDA 

6.4 The Committee would suggest that the Ministry of Com¬ 
merce should appoint a group to review the performance and 
role of these two institutions. The report of this group should 
evaluate the performance of IIFT and TDA since their incep¬ 
tion with reference to the original objectives that were stipulated 
and, if necessary, re-deftne their role in view of the changed cir¬ 
cumstances with an eye to the future. In carrying out this review, 
the Ministry of Commerce may take the following observations 
into account. 

6.4.i. The IIFT should continue its current focus on training 
but it should strive to widen the scope and improve the quality 
of its diploma course through faculty development and appro¬ 
priate specialisation. There should also be an attempt to project 
new perspectives on trade and development through sponsored 
studies and research projects, funded partially by the clients, 
which would ensure that the work is relevant for its users. 
The development of consultancy services in the Institute would 
help in this process. Interaction with academic institutions or 
centres of excellence in I'esearch might also be a means to this 
end. Insofar as the desired change is constrained by levels of 
competence, the option of the golden handshake should not be 
ruled out. 

6.4. ii The TDA should focus its attention on the small .scale 
sector for which it was created. There is a feeling that there is 
need for improvement in this regard. It would be advisable for 
the TDA to identify clusters of firms within selected industries 
and provide them with technical assistance from the pre-pro¬ 
duction phase to the post-m-irkeling phase. This would be 
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paisiblo if the TDA can evolve itself into an institutional entre¬ 
preneur, which is both dynamic and innovative enough to trans¬ 
form tlie export potential of the small scale sector into a con¬ 
crete reality. The Committee is of the view that the TDA should 
evolve quantifiable criteria in respect of its entrepreneurial role, 
so that its performance would get progressively sharpened 
through internal and external evaluation. 


(c) TFAI 

6.5 The TFAI has come to acquire considerable expertise 
and experience in the organisation of international fairs and exhi¬ 
bitions to project the image of Indian capabilities in the world 
market. It should continue as the primary institution for build¬ 
ing the export image of the country. However, in recent years, 
there has been some conflict of interest with specialised agencies 
who wish to organise specialised fairs. Product specialisation 
and the art of its projection in international fairs or exhibitions, 
including specialised commodity fairs, are different disciplines. 
The Committee feels that the TFAI should now evolve as a 
mother institution which nurtures the development of otlier 
organisations such as EPCs or Commodity Boards in the matter 
of fairs and exhibitions, and, in the process, also earns size¬ 
able fees by marketing its expertise. It would also be advisable 
to review the performance of the TFAI with reference to its 
stipulated objectives and, wherever necessary, re-define its role 
in response to changing conditions. 


B. The InstituTional Infrastructure 


(a) Export Credit 

6.6 Long-term credit on sales of capital goods and short¬ 
term or medium-term credit on sales of other manufactured 
goods is a world-wide practice. The institutional mechanism 
for the provision of export credit in India is constituted by the 
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EXIM Bank which provides credit for deferred receipts on export 
sales, ECGC which provides the exporters with insurance 
facilities to eliminate the risks, the commercial banks which 
extend pre-shipment credit and post-shipment credit to the export 
sector. There is a review mechanism in the form of a Standing 
Committee on Export Finance in the Reserve Bank of India. 
The Committee believes that the activities of the EXIM Bank 
and the ECGC should be harmonised so as to work in tandem 
and not to cross-purposes thereby assuring the maximum 
possible push and cover for exports. At the same time, it would 
be desirable to develop the EXIM Bank as the apex institution 
in the sphere of export credit. The RBI Standing Committee 
on Export Finance should review the problems that arise in an 
expeditious manner so that they are resolved without delay. 
Apropos pre-shipment credit and post-shipment credit that 
is extended by commercial banks, the Committee was informed 
that there are no constraints on the volume of, and access to, 
export credit. However, representatives of trade and industry 
suggested that the export credit should be provided at lower 
interest rates, so that it is at par with the interest rates pre¬ 
valent in other competing-countries. In the view of this Com¬ 
mittee, the argument for lower interest rates is not convincing 
for the simple reason that export credit implies, in effect, an 
export of capital which must be subject to some parameters 
because capital is scarce in our economy and these resources have 
alternative uses. Yet, the Committee recognises that the terms 
on which export credit is made available does influence the com¬ 
petitiveness of Indian exports. Therefore, this problem deserves 
further examination. 

(b) Export Inspection and Quality Control 

6.7 The Committee examined the importance of the quality 
factor and the role of export inspection in the sphere of export 
promotion. As stressed earlier, it is the considered view of the 
Committee that the solution to the problem lies not so much 
in policing or inspection as it does in self-discipline and con¬ 
sciousness about quality among the exporters themselves.’ The 
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present s) stem of export inspection, however, dose not incul¬ 
cate the culture of quality-consciousness. It is imperative to 
devise an institutional mechanism which would ensure the 
quality-conscious exporter who conforms to the buyer’s speci¬ 
fication is not harassed by the system while, at the same time, 
un exporter who defaults on quality is deterred by sanctions that 
can be invoked in an effective manner. The Committee feels 
that it is now time to move from a system of compulsory 
inspection to a system of self-certification and voluntary quality 
control or pre-shipment inspection. It is also desirable that 
exporters should be able to choose their inspection agency. For 
this purpose, it would be advisable to encourage the develop¬ 
ment of firms or professional associations which specialise in 
pre-shipment quality inspection; over time, their certification 
and their standards would get established in the international 
market. 

(c) Complaints and Trade Disputes 

6.8 The Committee noted that, at present, there is no 
satisfactory mechanism available for the redressal of complaints 
or the settlement of disputes in trade transaction.s. As a matter 
of fact, there is no cohesive system for the reverse flow of in¬ 
formation about complaints regarding quality or specifications, 
the non-acceptance of consignments, breach of conditions on 
guarantees or after-sales service, and the failure to realise the 
receipts from an export transaction. Such information about 
complaints, depending on their nature, is received by a wide 
range of institutions such as the RBI, the ECGC, the FXIM 
Bank, the CCI&E, the DGCI&S or even our Missions abroad. 
In the view of the Committee, there is a clear need for a nodal 
agency which receives all the information about such complaints; 
the Office of the CCf&E, perhaps, is the appropriate nodal point 
for this purpose. It need hardly be stressed that a legal frame¬ 
work would have to be created to provide a prompt dispute 
settlement mechanism and ensure an effective redressal of com¬ 
plaints. It would help if the incorporation of arbitration clauses 
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into contracts for trade transactions becomes the common 
practice or is even made compulsory. 

fd) Packaging 

6.9 The importance of packaging as an integral part of 
export production is being slowly recognised by firms in India. 
In the long run, the cost of good and attractive packaging i.s 
often more than neutralised by the savings in transit-damages 
as well as by a better price realisation. In this context, the 
importance of containerisation cannot be over-emphasi.sed. 
The Indian Institute of Packaging was established to develop 
an awareness about the importance of paekaging and to assist 
the export sector in adopting modern techniques of packaging. 
While the Institute has done valuable work in this area, a majority 
of small and medium-size units in India .still do not know about 
its expertise and the requisite faciiites. It is suggested that the 
Indian Institute of Packaging should provide its facilities in 
important centres for exports. 

(e) Infrastructure 

6.10 Infrastructural bottlenecks consiitute a dominant con¬ 
straint on production whether it is for the home market or for 
the export market. Some infrastructural constraints such as 
power, transport and communications adversely alTect produc¬ 
tion in the economy as a whole. Other infrastructural cons¬ 
traints such as ports, shipping faciiites, customs procedures and 
cumbersome documentation needs are specific to the foreign 
trade sector. The Committee was informed of difficulties faced 
by the export sector on account of poor lelephone/telex facilities, 
uncertainty and steep freight charges in air or rail transport, long 
waits and high charges at ports, and frustrating delays in customs 
procedures. It is obviously important to alleviate these bottle¬ 
necks from the point of production to the point of export or the 
point of import to the point of use. For this purpose, Inland 
Container Depots, Inland Cargo Complexes, which provide 
clearance facilities close to the point of production, should be 
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developed as quickly as possible. The Committee recognises 
that the problems which arise from infrastructural constraints 
are extremely complex and not amenable to simple solutions. 
It would, therefore, recommend that the Government should 
commission groups of experts to conduct an indepth study of 
infrastructural constraints on export performance and suggest 
feasible solutions. 

(f) Overseas Institutional Support 

6.11 A sustained effort at market development requires not 
only overseas offices for exporting firms or organisations, but 
also warehousing facilities and adequate after-sales service. In 
view of the fact that foreign exchange resources are scarce, 
there should not be a proliferation of overseas offices. Yet, 
there should be sufficient flexibility to ensure that resources are 
provided for overseas offices in important markets. In this 
context, it would be advisable to explore the possibilities of 
reali,sing economies of scale in such a manner that firms, organisa¬ 
tions and Export Promotion Councils can share the costs of an 
overseas office. There is also a merit in the suggestion that 
resources should be set apart for developing warehousing facilities 
as also a network for after-sales service in overseas markets, 
both of which constitute an integral part of any success¬ 
ful export promotion effort. Even here, the principle 
of cost sharing to realise economies of scale would be 
desirable. 


(g) Role of Indian Missions 

6.12 The Committee discussed the role of our Embassies as 
a means of promoting our co.mmercial interests with special re¬ 
ference to exports. This subject has been examined at some 
iength by a number of com.mittces such as.the Pillai Committee, 
the Trivedi Committee, the Ale.xander Committee, the Sen Co¬ 
mmittee, as also the Economic Administration Reforms Com¬ 
mission; as such, it is not necessary to reiterate or re-formulate 
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their recommendations. It is high time that the Government 
takes a final view on the matter. 

C. New Directions 

(a) Coordination of Policies 

6.13 The Committee has highlighted the nexus between trade 
policies, industrial policies and fiscal policies in a macro-economic 
context. It has also stressed the importance of coordinating 
these policies not only in terms of formulation but also in terms 
of administration. The Committee believes that the Ministry 
of Commerce should peform a crucial role in this process of 
cohesion through a continuous interaction with representatives 
of trade and industry on the one hand and with concerned de¬ 
partments of the Government on the other. While analogies 
drawn out of an altogether different environment are not always 
appropriate, tiie eminent example of the Ministry of International 
Trade and Industry in Japan does provide a few pointers. The 
major lesson to emerge from the MITI experience is the impor¬ 
tance of a continuous inter-face with trade and industry as also 
a close interaction with other departments in Government, which 
has facilitiated the formulation and evolution of policies in res¬ 
ponse to the changes in the domestic economic situation and the 
world trade situation. It is suggested that, at the present stage 
of our industrialisation and development, it would be desirable 
for the Ministry of Commerce to progressively develop such a 
role of synthesis and co-ordination. 

(b) Simplification of Procedures 

6.14 The functional implementation of trade policies ine¬ 
vitably enters into the realm of procedures. For want of time, 
it has not been possible for this Committee to devote specific 
attention to this matter. What is more, there is a separate 
committee under the chairmanship of the Commerce Secretary 
which is examining the office and the organisation of the Chief 
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Controller of Imports & Exports in depth, inter arm, to suggest 
a rationalisation of procedures. It is, however, worth noting 
that the recommendations apropos changes in trade policies out¬ 
lined in this report would, in themselves, lead to a considerable 
reduction in regulations as also to a simplification of procedures. 
It is recognised that the complexity of procedures arises largely 
from the multiplicity of objectives which are sought to be attained 
through the Import-Export Policy, and this multiplicity cmnot 
be eliminated altogether. Nevertheless, this Committee ss con¬ 
vinced that a thorough and detailed examination of the existing 
procedures should definitely result in making them much simpler 
than they are at present. In this connection, the importance of 
stability in policies need hardly be stressed. Towards this end, 
it would be advisable to announce the Import-Export Policy for 
a period of three years rather than every year. The mechanism 
of the Permanent Review Committee could provide the medium 
for the necessary changes during the tenure of the policy. 

(c) Role of State Governments 

6.15 The Committee recognises that the role of State Govern¬ 
ments in the national e.xport effort is very important not only in 
the agricultural sector but also in the industrial sector insofar 
as small and medium scale firms are concerned. The develop¬ 
ment of agricultural exports, the provision of infrastructural 
facilities for export production, and the identification of new 
exportable products based on local endowments is, in the ulti¬ 
mate analysis, something that is done at the Stale level At 
its meetings with State Governments, as also with representatives 
of trade and industry, the Committee was informed about tiie 
problems of, and need for, effective co-ordination between the 
export promotion effort of the Government of India on the one 
hand and the role of the State Government on the other. Tt^ 
facilitate this co-ordination, it is suggested that there should be 
a continuous dialogue between the Mini.stry of Commerce and 
State Governments, as also between the EPCs or the Commodity 
Boards and the Export Corporations which have been established 
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in many States. For this purpose, it would also be advisable to 
create nodal points for such co-ordination w'hich may be esta¬ 
blished at the level of the concerned Joint Secretary in the Minis¬ 
try of Commerce and at the level of an Export Commissioner in 
each State. In the long run, an institutional mechanism in the 
form of a standing committee in each State capital would also be 
worth contemplating. 

(d) Trade In format ion System 

6.16 The Committee was informed that the Ministry of 
Commerce has decided to establish a National Centre for Trade 
Information which would constitute the nodal point for the coll¬ 
ection, .storage, analysis and dissemination of trade information. 
The Committee strongly endorses this decision not only because 
market intelligence and trade information are a sine qua non 
in the development of markets I'or exports but also because, at 
the present stage of our development, it would enable us to create 
a nexus between production at home and marketing abroad. 
As with JETRO in Japan and KOTRA in the Republic of Korea, 
the focus of the proposed National Centre for Trade Information 
should be commercial, and it should assist the development of 
products and markets for exports; through a .systc?natic collec¬ 
tion of market intelligence and a qualitative analysis of trade 
information. It is clear to the Committee that the establishment 
of ovcr.'-eas oflices. however few and selective to start with, is an 
absolutely necessary condition if our National Centre for Trade 
Information is to be a successful organisation in the mantle of 
JETRO or KOTRA. A trade information system without offi¬ 
ces abroad would be like a body without limbs. It is suggested 
that this organisation should be an autonomous body manned by 
a carefully selected professional cadre. 

(c) Commodity Boards 

6.17 At present, exports from the agricultural sector and the 
plantation sector account for about one-fourth of our total export 
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earnings, of which a little less than one-third constitute traditional 
exports such as tea, coffee, tobacco and cardamom where a sub¬ 
stantial proportion of the total output is exported. These sectors 
have their own Commodity Boards which are entrusted with a 
wide spectrum of responsibilities ranging from production to 
export marketing. No such institutional arrangement is at 
present available for the other commodities, except MPEDA for 
marine products; some of them have EPCs while others arc left 
with mere trade associations. Once production or exports 
cross a certain threshold, such arrangements are not adequate. 
The Committee is of the view that in sectors where a large pro¬ 
portion of output is exported, or where there is a possibility of 
increasing value-added before export, or where the processing 
and product adaptation is meant primarily for export, it would 
be desirable to establish Commodity Boards. These boards 
would be autonomous bodies created by statute and endowed 
with the necessary authority to take an overall view in terms of 
planning, production and marketing, with a long-term perspec¬ 
tive, to stabilise the volume and value of exports. 



CHAPTER VII 


SUMMARY AND RECOMMENDATIONS 


It is difficult to summarise the wide range of issues that have 
been discussed in the preceding chapters. This chapter does not, 
therefore, constitute a summary of the report. It does not even 
constitute a complete summary of all the recommendations. 
It is important to stress that the recommendations follow from 
the analysis developed in the report which places trade policies 
in the wider economic context and perceives these changes as a 
pre-requisite for the quantum jumps to be achieved. These 
measures constitute a package which docs not lend itself to selec¬ 
tive or partial implementation; the elements are inter-dependent. 
The following paragraphs simply seek to highlight some of the 
important conclusions and recommendations of the Committee, 
which should be read in the context of the analysis and the 
diagnosis developed in the report. 

Chapter 1 

1. In India, the significance of foreign trade is quali¬ 
tative rather than quantitative, and its role is akin to that of a 
bicycle chain which is needed to make the wheels go around and 
keep the economy on the move. 

2. In an economy such as India, where exports constitute 
5—7 per cent of GNP, there is no possibility of export-led growth. 
Indeed, growth-led exports are the more likely scenario in India. 

3. Foreign exchange earnings derived from exports are essen¬ 
tial for the process of economic growth as they create the much- 
needed capacity to import. Important as exports are, import 
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subslitiition must also remain an integral part of the quest for 
self-reliance. 


4. Export promotion and import substitution are neither 
mutually exclusive nor alternative strategies of development. 
They represent two sides of the same coin. The policy-mix 
should strike a balance between export promotion on the one 
hand and import substitution on the other. At the margin, 
however, there is a case for a preference in favour of the export 
sector. 

5. tlx port production must constitute an integral part of 
production in the domestic economy. To begin with, we would 
have to identify a few leading sectors where we can experiment 
with si'uctural change and. in the process, promote the cause of 
exports. 

6. There is a clear nexus between trade policies, industrial 
policies and other economic policies. A complete solution can¬ 
not be found in the realm of trade policies alone; rationalisation 
of other economic policies is also necessary. The object of this 
rationalisation should be to increase the degree of competition 
in the economy and provide an environment where manufactur¬ 
ers would not only be under pressure but would also have an 
incentive to bring about a reduction in costs, 

7. Import liberalisation, by itself, is neither a necessary nor 
a sufficient condition for stimulating competition and efficiency 
in the domestic economx. It would need to be used in conjunc¬ 
tion with appropriate industrial and economic policies which 
increase competition within the economy, through a reduction 
in the degree of monopoly and a removal of barriers to entry 
by new firms. 


8. It is necessary to situate trade policies not only in the wider 
national context but also in the wider international context. 
What happens in India does not affect the world economy 



but what happens in t!)c 
India. 


world economy does alfeci 


Ghapter il 

9. Our export performance since the early 1970s has been 
both creditable and impressive. However, it has not been ade¬ 
quate either with reference to the growth in world trade or with 
respect to our needs. 

10. In the ultimate analysis, the problem of Indian exports 
remains very much a problem of production and, in a macro- 
economic sense, it is unrealistic to expect that exports would grow 
significantly faster than real national income. 

11. The relationship between the export sector and dome.stic 
production is important. Hence, the approach or emphasis in 
terras of policy should, inter aliOt be a function of the proportion 
of output that is exported. 

12. External factors play a significant joJc in tJie export 
performance of some sectors, while domestic factors and policies 
are crucial in others. It needs to be recognised that restrictions 
on international trade in certain products limit the growth in 
our exports. The domestic factors that have constrained India’s 
export performance are the costs of production, the pressure of 
domestic demand, the supply constraints and the procedural 
bottlenecks, which, along with the non-price factors such as 
quality and the product profile, have adversely affected the com¬ 
petitiveness of our exports. 

Chapter III 

13. A quantum jump in exports is the most important means 
to attein the objective of seif-reliance whicli requires a nation to 
rely on its own resources to finance the process of development. 
What is good for exports should be good for domestic production 
and vice-versa. 


s/3 Commerce/SS—7 
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14. The relative profitability of producing exportables i.s lower 
than that of producing importables. In the Indian context, export 
promotion policies need to perform two roles, that of providing 
compensation on the one hand and that of providing assistance to 
remove disincentives on the other. 

15. The present regime of export promotion policies is mostly 
a compensation for disadvantages faced by the exporter on 
account of domestic economic policies, and the clement of in¬ 
centive, if any, is very small indeed. The compensation is per¬ 
haps not entirely adequate, whether we consider the CCS, the 
duty drawback system or the import facilities for export produc¬ 
tion. 

16. The duly drawback system should be rationalised in such 
a manner that it provides an expeditious and complete reimburse¬ 
ment of taxes paid on inputs that enter into export production. 
For this purpose, the delays in the disbursement should be elimi¬ 
nated through a simplified payment scheme; the average-industry- 
rates should give the benefit of doubt to exporters; the request 
for specific-brand-rates should be considered wherever the ex¬ 
porter claims that the existing drawback is not sufficient; the 
rates of drawback, whether average or specific, should be fixed 
within a stipulated period; the multiplicity of drawback rites 
should be reduced. 


17. The regime of cash compensatory support must be main¬ 
tained so that the export sector is not at a disadvantage on account 
of either unrebated indirect taxes or the cascaded structure of 
taxation. The present practice of including CCS as part of 
taxable income is not logical. The Committee would urge the 
Government to consider exempting CCS from income tax. If t 
rates of CCS should be rationalised to reduce their multiplicity. 
The system of announcing the rates for a period of three years 
should continue. Assistance for product or market develop¬ 
ment should be used in a selective manner. 
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18. The present import replenishment system for export 
production should be re-formulated along the lines of the ad¬ 
vance licensing system for the category of manufacturer-exporters. 
Such import facilities should be duty-free and subject to the 
actual-user condition. It should then be possible to elinunale 
licensing through the introduction of a pass book for each ex¬ 
porter. In effect, this would mean a permanent replenishment 
licence for established manufacturer-exporters. The present 
import replenishment system would continue for merchant- 
exporters, export houses, trading houses and manufacturei- 
exporters who are not eligible for or who do not opt for this 
new system. 

19. The real elfectivc exchange rale of the rupee should not 
be allowed to appreciate and should be maintained at a level 
considered appropriate for ensuring the competitiveness of 
exports. 

20. Fiscal concessions are an important means of improving 
the relative profitability of exports. The Government may 
consider exempting 50 per cent of the profits from exports from 
income tax. 

21. It is suggested that export production, in appropriate 
cases, should be exempted from capacity licensing provisions 
implicit in industrial policy and restrictions on imports of capital 
goods or technology in import policy. 

22. It has been suggested that there should be an exchange 
entitlement scheme for exporters, EESE, which would enable 
them to use a certain fraction of their foreign exchange earnings 
for the purpose of market development. The Committee would 
commend this suggestion to the Government for closer examina¬ 
tion. 

23. Export promotion policies can only provide ah envi¬ 
ronment that is conducive to exports. Oji the path to sustained 
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export growth there can be no substitute for entrepreneiiriaf 
embodied in th; human factor. 

Chapter IV 

24. Trade policies in India have always sought to provide for 
imports which are essentia! to support levels of consumption^ 
invesiment and production, economising on the use of scarce 
foreign exchange. 

25. About two-thirds of the total foreign exchange expenditure 
on imports is determined by Government decisions. Therefore, 
in effect, import policy covers only one-third of the country’s 
imports. 

26. The assumption of inflexibility in the basket of bulk 
imports, which derives from an import pessimism, needs to be 
re-examined. It might be possible to save on foreign exchange 
through a systematic and careful planning of such bulk imports. 
It should also be possible to curb the growth in these imports 
by stepping up the domestic production of these importables or 
by encouraging the use of substitute.s in consumption. 

27. Canalisation of imports should con,stitute the exception 
rather than the rule. In terms of the economic criteria, it is 
clear that where the size of imports is small or where there are 
variations in terms of differentiation and specification, the item 
should not as a rule be canalised. A manufacturing firm should 
not be the agency for importing the item it produces. The 
existing position on canalisation of imports should be reviewed 
in accordance with the suggested criteria and guidelines. 

28. In the ultimate analysis, tariffs should replace the quotas 
over time. The process of transition would have to be gradual 
as tariffs and quotas are not perfect substitutes for one another. 
Wherever licences are substituted by tariffs, it needs to be 
accepted that tariffs are an instrument of trade policy and not 
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a means of raising revenue. During the period of transition, 
the structure of tariffs and the import licensing policies would 
have to be harmonised with each other, which is not the case ai 
present. It is imperative to evolve a mechanism supporte d by 
a group of experts who would formulate the guidelines and the 
methodology for the rationalisation of the tariff structure and 
the harmonisation of import licensing with tariffs, tliis wou'l,! 
enable the Ministry of Finance to restructure the tariff rates. 
It goes without saying that a close inter-departmental co-ordina¬ 
tion between the Ministries of Commerce, Industry and Finance 
is a pre-requisite for the proposed change to be introduced. 
The Committee hopes that this interim institulionai 
mechanism would ultimately evolve into a suitable permaiic’d 
arrangement. 

29. There should be a rationalisation of the tariff structure in 
the case of capital goods which are on OGL. Insofar as there is 
no domestic production of such capital goods, tariffs are not 
needed as means of protection or an instrument of trade policy. 
Imports of such capital goods should, in general, be subject to 
low tariffs. 

30. For the range of capital goods in the present restricted 
list, where the domestic production of such capital goods has 
been in existence for a long time, say a decade or more, it would 
be advisable to de-escalate the level of protection in a planned 
manner. It would be necessary to ensure that it is the level 
of effective protection that is de-escalated over time. Import 
licensing for this category should be relaxed by redefining the 
concept of indigenous availability in economic rather than in 
physical terms. Protection would be provided through a com¬ 
bination of import duties and licensing. 

31. The import licensing procedure for the residual category 
of capital goods should be continued with some changes and 
rationalisation. In other words, wherever necessary, sori'e ot 
these goods may be placed on OGL subject to the appropriate 
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taritTs. However, in cases where (i) domestic production con¬ 
stitutes a relatively small proportion of domestic demand, (ii) 
domestic production is in an infant stage.or (iii) domestic pro¬ 
duction is contemplated on the basis of perceived comparative 
advantage, imports of capital goods should remain subject to 
the licensing procedure. 

32. For the sectors which arc selected for rapid modernisa¬ 
tion, and for lowering of investment costs, the required capita! 
goods should be identified and placed on OGL with a zero or 
negligible tariff. 


33. The raw materials, components, spares and consumables 
in the present restricted category should be moved to the specified 
OGL list for actual-users, in the first instance with a high tariff 
which provides a protection from imports equivalent to the erst¬ 
while licensing system. This high tariff should be de-escalated 
over a period of five or more years in accordance with pre¬ 
announced schedule. It is the level of effective protection that 
should be de-escalated over time. 

34. The automatic permissible category for raw materials, 
components, spares and consumables, should be merged with 
the category of OGL on one side and the category of limited 
permissible on the other. 

3.5. In the limited permissible category for raw materials, 
components, spares and consumables, where the import licensing 
system should be retained, the domestic resource costs of imports 
competing production should be kept in mind, but it should also 
be ensured that the costs of imported inputs to domestic industry 
are not escalated by the tariff structure. 

36, The Committee believes that, in a situation, where 
foreign exchange resources are scarce, the present policy which 
bans the import of non-essential consumer goods should be con¬ 
tinued. 
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Chapter V 

37. The continuous technological upgradation, which is a 
necessary condition for rapid and efficient industrialisatiori, has 
not taken place either through imports of technology or through 
indigenous technological development. 

38. An economy should be able to move from importation to 
absorption and adaptation of technology through to the stage of 
innovation, at least in some sectors, on the path to sustained 
industrialisation. It should, therefore, be recognised that 
imports of technology and indigenous technological develop¬ 
ment arc not mutually exclusive. The two need to be com¬ 
bined in a judicious mix. 

39. At the present stage of our development, it is necessary 
to provide a more libera) access to imports of technology in most 
sectors of the economy, fn this context, it is important to 
distinguish between technology embodied in capital goods and 
disembodied technology in the form of know-how. The former 
should be governed by the import policy regime for capita! goods. 
The Committee would like to make the following recommenda¬ 
tions apropos the latter : 

(i) Incases where it is possible to buy foreign technology, 
without foreign equity constituting a part of the package, 
such imports should be placed on OGL subject to appro¬ 
priate ceilings on lumpsum payments and royalties for 
a specified maximum period. 

(ii) In c;ises where it is not possible to import technology 
without foreign equity participation, or where the ceilings 
mentioned above are e.xceeded, such imports should be 
selective and would need to be regulated by the FIB. 
These imports of technology should be permissible when 
there is a guaranteed access to the continuous tech¬ 
nological upgradation in the parent firm, provided that 
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the terms of the technology transfer are competitive and 
reasonable. 

40. The multiplicity and periodicity of technology imports 
should not be over-regulated insofar as it limits competition 
between linns in the economy. The profitability of such imports 
from the viewpoint of the firm which, in turn, would depciid on 
the size of the domestic market, should place a natural limit on 
such imports. 

41. A libera! access to imports of technology might be neces¬ 
sary in some sectors of the economy, but it is by no means 
sufficient to ensure continuous technological upgradation. It 
needs to be combined with appropriate policies that would en¬ 
sure an absorption of this technology and create conditions 
which would be conducive to innovation. Domestic firm.s would 
move from the stage of importation through absorption to in¬ 
novation, if and only if they are induced by an expectation of 
higher profits, a fear of competition or a threat to survival in 
the market. 

42. The removal of barriers to entry by new firms and the 
relaxation of capacity licensing provisions might constitute a 
step in the right direction, but may not suffice unless a liberal 
access to imports to technology is .somehow combinc i with a 
commitment to further technological development througlt 
R & D. The Committee recognises the dilemma that continuous 
free access to imports of technology, on a repetitive or nxiurring 
basis for a lirm, may constrain the prospects of absorption and 
development of technology through"R'& D at home. There are no 
definitive solutions to the problem but, under no circuinstances, 
should the solution lapse into a reliance on administrative oi 
bureaucratic scrutiny. 

43. Import substitution has constituted an integral part, if 
not the key-stone, of industrialisation strategy. India’s indus¬ 
trialisation has reached a stage of development where the pro- 
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cess of import substitution is nearly complete in certain sectors, 
but where it is not, an evaluation and rationalisation has now 
become necessary. The emphasis of policy should move from 
import substitution per se to efficient import substitution. 

44. A high level of protection for import-competing indus¬ 
tries cannot be justified for an unlimited period of time, as it 
leads either to high costs or to monopoly profits or to both, which 
are not in the interest of the economy in general and the consu¬ 
mers in particular. 

45. In order to attain the objective of efficient import sub¬ 
stitution, it is essential to de-escalate the level of protection and 
ensure that infant industries grow up over time and become com¬ 
petitive. We recognise that .such structural adjustment, which 
is an integral part of industrialisation, cannot be a painless pro¬ 
cess. The de-escalation of protection should, of course, provide 
ibr adequate/eftective safeguards through which it would be 
possible to check either a sudden surge of imports on account 
of dumping or any other situation that seeks to threaten the 
domestic industry with serious injury or market disruption. 

46. The de-escalation of protection over time, wliether through 
a reduction in tariffs or through a relaxation in licensing, should 
be formulated in terms of effective protection rather than nominal 
protection. Import substitution should not be evaluated for a 
particular sector in isolation without reference to the presence 
or absence of backward linkages. 

47. It is important to be selective in import substitution just 
as in export promotion. Import substitution in bulk items 
should receive high priority. It need hardly be stressed that the 
domestic resource costs of import substitution must be kept in 
mind even for the selected sectors. 

48. Trade policies, industrial policies and fiscal policies should 
run in tandem and reinforce each other rather than work at 
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cross-purposes. The policy-mi.K which would be necessary to 
bring out an acceleration in export growth, would also lead to 
efficient import substitution. 

49. The performance of the foreign trade sector is very much 
a function of the performance of the economy as a whole, whether 
it is grow'th in the agricultural sector and the industrial sector, 
on the one hand, or an alleviation of infrastructural bottlenecks 
and a better management of the economy in botli the public 
sector and the private sector, on the other. 


Chapter VI 

50. A complete evaluation of the entire regime of institutional 
support would require systematic studies which were not possible 
within the time available. Therefore, the recommendations of 
the Committee are in the nature of guidelines and the consequent 
operational steps should be worked out by the Ministry of 
Commerce. 

51. Export Promotion Councils :—EPCs must be re-oriented 
to perform their role of a catalyst in terms of product and market 
development. A technical cell, manned by c.xperls, should be 
established in each EPC to provide advice to members on pro¬ 
duction and marketing. Each EPC should have a permanent 
cel! to cater to the interests of exporters fiom the small-scale 
sector. The Ministry of Commerce should provide more gui¬ 
dance and co-ordination than is the case at present. In matters 
relating to study teams, market surveys and sales promotion, the 
EPCs must be given much more autonomy. It would be desir¬ 
able that the Chief Executive is appointed by the Government. 

52. IlFT and TDA :—The Ministry of Commerce should 
appoint a group to review the performance and role of these two 
institutions, taking into account the observations of the 
Committee. 
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53. TFAf: — It should continue as the primary institution 
for building the export image of the country. The TFAf should 
now evolve as a mother institution which nurtures the develop¬ 
ment of other organisations such as EPCs or Commodity Boards 
in the matter of fairs and exhibitions and, in the process, also 
earn sizeable fees by marketing its expertise. 

54. Export Credit: — The activities of the EXIM Bank and 
the ECGC should be harmonised thereby assuring the maximum 
pos.sible push and cover for exports. It would be desirable to 
develop the EXIM Bank as the apex institution in the sphere ol 
export credit. The terms on which export credit is made 
available deserves further examination. 

55. Export Inspection and Quality Control :— The solution 
to the problem lies not so much in policing or inspection as it 
does in self-discipline. It is now time to move from a system 
of compulsory inspection to a system of self-certification and 
voluntary quality control or pre-shipment inspection. It is also 
desirable that exporters should be able to choo.se their inspection 
agency. It would be advisable to encourage the development of 
firms or professional associations which specialise in pre-shipment 
quality inspection. 


56. Complaints and Trade Disputes: —There is a clear need 
for a nodal agency which receives all the information about such 
complaints; the Office of the CCI&E, perhaps, is the appropriate 
nodal point for this purpose. A legal framework would have to 
be created to provide a prompt dispute settlement mechanism. 

57. Infrastructure :—The Government should commission 
groups of experts to conduct an indepth study of infrastructural 
constraints on export performance and suggest feasible solutions. 

58. Coordination of Policies: —The Committee has highlight¬ 
ed the nexus between trade policies, industrial policies and fiscal 
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policies in a macro-economic context. It has stressed the impor¬ 
tance of co-ordinating these policies, not only in terms of for¬ 
mulation but also in terms of administration. The Ministry of 
Commerce should perform a crucial role in this process of cohe¬ 
sion. The major lesson to emerge from the MITI experience 
is the importance of a continuous inter-face with trade and in¬ 
dustry as also a close interaction with other departments in 
Government. It is suggested that, at the present stage of our 
industrialisation and development, it would be desirable for the 
Ministry of Commerce to progressively develop such a role of 
synthesis and co-ordination. 

59. Simplification of Procedures: —A thorough and detailed 
examination of the existing procedures should definitely result 
in making them much simpler than they arc at present. In this 
connection, the importance of stability in policies need iiardly 
be stressed. Towards this end, it would be advisable to announce 
the Tmport-E.xport Policy for a period of three years rather than 
every year. 

60. Role, of State Governments: —The Committee recognises 
that the role of State Governments in the national export effort 
is vary important not only in the agricultural sector but aiso in 
the industrial sector insofar as small and medium scale firms are 
concerned. There should be a continuous dialogue between the 
Ministry of Commerce and State Governments, ft would also 
be advisable to create nodal points for such co-ordination. In 
the long run, an institutional mechanism in the form of a Stand¬ 
ing Committee in each State capital would also be worth 
contemplating. 

61. Trade information System: —The Committee was ii;><;rmed 
that the Ministry of Commerce has decided to establish a National 
Centre for Trade Information. The Committee strongly en¬ 
dorses this decision. The establishment of overseas oQices, 
however few and selective to start with, is an absolutely necessary 
condition if our National Centre for Trade Information is to 



be a successful organisation in the mantle of JETRO or 
KOTRA. 

62. Commodity Boards :—In sectors where a large proportion 
of output is exported, or where there is a possibility of increasing 
value-added before export, or where the processing and product 
adaptation is meant primarily for export, it would be desirable- 
to establish Commiodity Boards. 



Table 

SELFXTED ECONOMtC 




1975-76 

1976-77 

3. 

Gross National Products at 
Current prices (Rs. crorcs) 

66115 

71231 

2. 

Gross National Products at 
1970-71 prices (Rs. crores) 

42571 

42902 

3. 

Index Nos. ol' Agricultural 
production all commodities 
(Triennium ending 1969-70 = 

100). 

125.0 

116.2 

4. 

Foodgrains production (Million 
tonnes) ..... 

121.0 

1 H . 2 

5. 

General Index (crude) of Indus¬ 
trial production (Base 1970 = 

100). 

123.4 

135.2 

6. 

Electricity generated** (Million 
KWH). 

79231 

88333 

7. 

Index Nos. of Wbolesale prices 
all commodities (on point to 
point basis) (Base 1970 = 1001 

162.6 

182.) 

8 . 

Imports (at current prices (Rs. 
crores) ..... 

5264.8 

5073.8 

9. 

Exports (at current prices) (Rs. 
crores) . 

40,36.3 

5142.7 

10. 

Balance of Trade (Rs, crores) , 

-1228.5 

+ 68.9 

31. 

Foreign exchange reserves (ex¬ 
cluding gold & SDRs)—End of 
(jeriod (Rs. crores) . 

1491.7 

2863.0 


Stnirce : Economic Sui vey, Ministry of Finance and 
Vi: Provisional. 

*Quick Estimates. 

•^Refers to utilities only- 
N.A. Not available. 


1977t78 

- 8M33 
46679 

132.8 

126.4 

139.6 
91369 

182.7 
6020.2 

5407.9 

- 612.4 

4499.8 

Directorate 
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1 

INDICATORS 


1978-79 

1979-80 

1980-81 

1981-82 

1982-83 

1983-84 

86890® 

95131® 

113882® 

131740® 

145141* 

N.A. 

49403 

46896 

50603 

53227 

54187 

N.\. 

137.9 

116.9 

135.2 

142.7 

137.1 

165.8 

131.9 

109.7 

129.6 

133.3 

129.5 

151,5 

150.2 

148.1 

154.0 

167.3 

173.8 

183.4 

102523 

104627 

110844 

122010 

1301J1 

139896 

191.1 

232.0 

270.7 

277.1 

294.2 

315.7 

6810.6 

9142.6 

12549.2 

13607.6 

14355.8 

15347.3 

5726.1 

6418.4 

6710.7 

7805.9 

88.34.2 

9396 2 

- 1084.6 

.2724.2 

-5838.5 

5801.7 

—5525.8 

--5897,7@ 

5219.9 

5163.7 

4822.1 

3354.5 

4265.3 

5497.9 


Cieneial of Commercial Intelligence and Statistics, Calcutta (DGClAS). 
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Tahir 2 


TRE.NJ)S IN INDIA’S FOREIGN IRAOE 


Yeiii- 

Exports 

Imports 

Balance of 
trade 
(Rs. 
crorcsl 

Rs. crores 

Peiccnlage 
change over 
the previous 
year 

Rs- crores 

Percentage 
change over 
the previous 
year 

1972-7^ 

1970.83 

4-22,5 

1867.44 

+ 2.4 

4 103.39 

1977-74 

2523,40 

f 28.0 

2955.37 

+ 58,3 

-431.97 

1974-75 

3328.8,3 

-i 31.9 

45IS.78 

+ 52.9 

—1189.95 

1975-7fi 

4026.26 

+ 21.3 

5264.78 

+ 16.5 

-1228.52 

1976-77 

5142.71 

■h 27.4 

5073,79 

— 3.6 

+ 68.92 

1977..7S 

5407.87 

+ 5.2 

6020.23 

+ 18.7 

-612,36 

1978-79 

5726.07 

+ 5,9 

6810.64 

+ 13.1 

.-1084.57 

1979-80 

(■>418.43 

-f 12.1 

9142,58 

+ 34.2 

—2724,15 

1980-S! 

6710.70 

+ 4.(> 

i 

12549.15 

4-37,.'' 

-5838,45 

1981-82 

7805.90 

-i 16.3 

13607.56 

+ 8,4 

—5801.66 

1982-83 

88,34.21 

+ 13.2 

14359.99 

+ 5.5 

—5525.78 

1983-84 

9865.30 

4 11.3 

15762.92 

-A-9.8 

-.5897.65 

(Provisional) 






Source 

, OGCl&S 

, Calcutta. 
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Table 3 


PERCENIAGE SHARE OF INDIA’S EXPORTS, IMPORTS AND 
BALANCE OF TRADE IN INDIA’S GROSS NATIONAI, PRODUCT 

(at factor cost) at current prices 


Year 


Percentage share of GNP 



Exports 

Imports Balance of 
Trade 

1972-73 


4.6 

4.3 

0.2 

1973-74 


4.7 

5.5 

0.8 

1974-75 


5.3 

7.2 

1.9 

1975-76 


6.1 

8.0 

1.9 

1976-77 


7.2 

7.1 

0.1 

1977-78 


6,7 

7.5 

0.8 

1978-79 


6.6 

7.8 

1.2 

1979-80 


6.7 

9.6 

2.9 

1980-81 


5.9 

11.0 

5.1 

1981-82 


5.9 

10.3 

4.4 

1982-83 


6.1 

9.9 

3.8 

Source : 

For Data 
For Data 

on Exports and Imports : DGCl&S, Calcutta- 
on GNP ; Economic Survey, Ministry of Finance- 


Note : Percentage share of exports, imports and balance of trade in GNp 
for the years 1977-78 to 1982-83 have been arrived at on the basis 
of provisional data/quick estimates of GNP- 


S/3 Commerce/85—8 
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TAfSLF. 4 


INDIA’S SHARE IN WORLD EXPORTS 


YEAR 

WORLD INDIA’S PERCEN- 

EXPORTS EXPORTS TAGE 

SHARE IN 
WORLD 
EXPORTS 

In. US $ Million at current 
exchange rates and at 

CLii rent prices 

1960 . 

. 128250 

1331 

1.04 

1965 . 

. 186945 

1686 

0.90 

1970 . 

. 314111 

2026 

0,65 

1972 . 

. 413863 

2401 

0.58 

1973 . 

. 575741 

2935 

0,51 

1974 . 

. 838730 

3926 

0,47 

1975 , 

. 874359 

4355 

0.50 

1976 . 

. 992295 

5548 

0,56 

1977 . 

. II26967 

6355 

0.56 

1978 , 

. 1303066 

6650 

0.51 

1979 . 

. . . . . 1645869 

7850 

0,48 

1980 . 

. 2001551 

8378 

0.42 

1981 . 

. Iv75217 

8379 

0.4? 

1982 . 

. 1850876 

9316 

0.50 

1983 . 

. . . 1809136 

9181 

0,51 

Source : 

United Nations Statistical Year Rook, 

1981 and. Monthly Bulletin 


of Statistics Oct- 1984- 



Note ; 

For India’s exports in calend .r years 

1?S1, 1982 

and 1983 the 


DGCl&S’.s figures work out to Rs- 7,285.66 crorcs 

Rs- 8,847.34 


crores and Rs- 9,311.04 crorcs respectively. 



These figures have been converted into US S at the current exchange 


rales using the conversion factors Rs. 

!.6933 in 1981, Rs 9.4925 


in 1982 and Rs. 10.1380 in 1983 per US dolla*- 
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Table 5 


TRENDS IN INDIA’S FOREIGN TRADE IN US DOLLARS .'4 SDRs 
(at current prices and at current exchange rales) 

I'XPORTS IMPORTS 

US $ SDRs US $ SDRs 



MILLION 

MILLION 

MILLION 

MILLION 

1972-73 

2540.40 

2313.16 

2407.13 

2191.81 

1973-74 

32(2,48 

2660.17 

378.5.83 

3115.55 

1974-75 

4184.34 

3444.01 

5680.11 

4675.13 

1975-76 

4()65,92 

3894.18 

6086.09 

5070.46 

1976-77 

.5754.69 

4968.89 

5677.57 

4902.30 

1977-78 

<>316.39 

5322.43 

7031.63 

5925.11 

1978-79 

6980.08 

.5489.01 

8302.17 

6528.68 

1979-80 

7946.02 

6116.(2 

11318.51 

8711.96 

1980-81 

8.502.46 

6593.26 

15899.77 

12329.54 

1981-82 

8742.61 

7552.21 

15240.47 

13165.31 

1982-83 

9178.74 

8363,35 

14920.03 

13594.60 

1983-84 

9566.63 

‘Ml 7.23 

152.S5.73 

14407.89 

Source : 

DGCIA'S, Oilct.'Oa. 




Note ; The t>cCl&S figures lU f-aJi; 

's exports & 

imports in 

Rupees liave 

1 

cen converted to US dollars 

and SDRs on the ha.si.s ol cont'ersion 

1 

actors nia.de available hy the 

MinKtry of 

Finiinco and 

ilio Resjive 


Bank of liulia. 


JOI 





Tabi.h 


INOr.VS PRINCIPAL EXPORTS 


(In Rs. crores 


S. tX)MMODrTY 
No, 

1972-73 

197.3-74 

1974-75 

1975-76 

1976-77 

1. Tea and mate . 

147.,3 

146.0 

228,1 

2 36.9 

293.1 

2. Co lice 

.32.9 

46.0 

51.6 

66.7 

126.0 

3. Tobacco Un¬ 

manufactured . 

61.1 

68.4 

80.4 

93,1 

96.8 

4. Cashew Kernels 

68.8 

74.4 

118.2 

96.1 

106.1 

5. f ruits and Vege¬ 
tables 

15.1 

18.1 

19.5 

38,7 

57.0 

h. Spices 

29.1 

55.7 

61 .4 

71.5 

75.0 

7, Fish and (isli 
prepiiralions 

54.5 

89..7 

66.2 

127.2. 

180.6 

S, Sugar 

13.3 

42.7 

3.39.0 

472.3 

148.1 

9. Rice 

3.5 

8.2 

2 1,5 

13.0 

6.J 

10, C.'i.dioii Raw 

21.5 

.32 .4 

15.2 

41 .3 

27.0 

!1. Oil Cakes 

74.8 

179,2 

96.0 

96.5 

234.4 

12, Iron Ore , 

109.8 

132 .9 

160.4 

2 13.9 

238.5 

1,3, Leather and lea¬ 
ther manufac¬ 
tures including 
footwear . 

1X7.1 

185.5 

165.2 

222,6 

293.6 

l4,-‘Cott('n Fabrics 

100.9 

194.7 

158.9 

161.2 

267.3 

15, Read>madc Gar¬ 
ments 

56.1 

99.6 

138.2 

202.7 

305. S 

Id, Madcup articles 
wholl> or chiefly 
of cotton n.e,s. 

20.5 

31.8 

45.1 

42.7 

53.3 
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6 

1972-73 to 1983-84 
at current prices) 


1977-78 

1978-79 

1979-80 

1980-81 

1981-82 

1982-83* 

1983-84* 

569,7 

340.5 

367.8 

425.3 

395.2 

(Provi¬ 

sional) 

364.6 

(Preli¬ 

minary) 

500.9 

194.4 

144.0 

163,3 

214.2 

146.3 

184.2 

182.5 

113.2 

110.7 

102.3 

124.4 

204.9 

208.5 

149.4 

149.5 

80.2 

118.1 

140.1 

181.5 

134.0 

1 56.5 

47.3 

64.5 

63.5 

79,6 

106.0 

158.8 

141.1 

137,1 

147.9 

149.4 

111.4 

98.8 

88.9 

108.4 

174.3 

226.3 

253.4 

217.0 

284.9 

349.5 

322.5 

19.8 

131.0 

128.9 

36.0 

63.2 

62,4 

137,0 

11.5 

38.7 

128.3 

223.9 

367.9 

199.5 

122.8 

0.7 

16,0 

75.1 

164.9 

36.3 

101 ..2 

148.3 

133,3 

109.9 

127.6 

125.1 

117.9 

149.4 

143.0 

240.4 

232.9 

285.2 

303.3 

351 ,8 

373.8 

385..t 

2 72 .0 

353.9 

519.5 

377.9 

406.0 

371 .8 

366,5 

224.7 

224.3 

287,4 

2 76,5 

294.6 

265..5 

271 .0 

299.9 

418.5 

459.7 

515.0 

595.8 

52 7.5 

588.4 

60,3 

56 .7 

78.0 

88.3 

104.1 

97.0 

73.9 
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S. COMMODO’Y 
No. 

1972-73 

1973-74 

1974-75 

1975-76 

1976-77 

17. Jute manufac¬ 
tures 

2 50.0 

227.3 

296.S 

250.9 

201.1 

18. Machinery and 
Transport Equip- 
meitt 

87.4 

118.3 

215.5 

259.6 

302 .2 

19. Metal manufac¬ 
tures 

38.3 

49.5 

76.4 

95,8 

163.6 

ZO. Iron and Steel 
(Prime and 

manufactures) . 

41 .8 

60.7 

88.4 

121.5 

398.4 

2 1. Chemicals and 
Allied products 

35.3 

50.3 

92.9 

85.3 

110.8 

27. Gems and Jewel¬ 
lery (a -1- b) 

8i .0 

111.6 

107.2 

156.9 

299.4 

(a) Pearls, pre¬ 
cious and 
semi-preciou.s 
stones 

77.9 

106.9 

98.4 

148.5 

287.0 

(h) Jewellery . 

3.1 

4.7 

8.8 

8.4 

12 ,3 

2 3. Handmade Car-, 
pets and Drug¬ 
gets 

2 4. Artwares and 
Art works of 

Handicraft 

19.6 

2 5.5 

.35.1 

41 .7 

68.4 

18.3 

29.4 

.34.9 

54.9 

54,7 

25. Crude Oil 






26. Petroleum Pro¬ 
ducts 

13.3 

12 .2 

1.3.6 

20.0 

18.7 

Total Abovi. . 

1581 .3 

2089.6 

2724.9 

32 63.0 

4126.0 

Total Exports 

1970^8 

252.3.4 

^328.8 

4036.3 


Principal exports 
as a percentage 
of total exports 

80.2 

82 .8 

81 .9 

80.8 

80.2 


Source : DGCI&S, C alcutta. 

Note : *Mguresfor 1982 -83 und 1983-84 are provisional/preliniinary 
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i 977-78 

1978-79 

1879-80 

1980-81 

1981-82 

1982-83* 

1983-84* 






(Provi- 

sion.al) 

(Preli¬ 

minary 

244.9 

116,9 

366,1 

330 0 

258 0 

202.8 

164.5 

837.2 

399.4 

448.8 

525.9 

617.9 

584.6 

476.2 

183.1 

209.2 

216.6 

199.4 

2 32.8 

201 .6 

I91.6 

280.1 

22 3.7 

106.1 

69.7 

79.1 

55.8 

45.9 

116.7 

148.1 

197.8 

224.8 

364.1 

.308.2 

270-4 

559.6 

729.4 

543,1 

618 4 

811.5 

894.0 

1273.7 

545.8 

713,7 

519.0 

601.9 

761.1 

8.M.9 

1199.8 

13.8 

15.7 

24.1 

16.5 

50.4 

69.1 

73.9 

83.2 

100,3 

139.8 

163.9 

182,8 

168.6 

192.7 

68.5 

97.0 

115,1 

119.0 

148,0 

109.6 

115.2 





196,2 

1023,3 

1111.4 

15.7 

14.2 

21 .3 

24.9 

28.7 

134,0 

164.8 

(357.0 







(Revised) 

4537.1 

4784.2 

5432 .2 

5698.9 

6674.3 

7319.1 

7803.9 

~ 5407.9 

5726.1 

6418.4 

6710.7 

7805,9 

88.34.2 

9.396.2 

83,9 

83.6 

84.6 

84.9 

85.5 

82.8 

83.1 


and subject to revision. 








Table 7 


INDEX NUMBERS OF THE QUANTUM AND THE UNIT VAUUE OF 
INDIA'S EXPORTS AND IMPORTS 


Year 

(Base 

Quantum Index 

1968-69 - 

Unit value 

100) 

Index 

Net 

terms of 
Trade 

Exports 

Imports 

Exports 

Imports 

H) 

O) 

O) 

(4) 

(5) 

(6) 

1977-73 

120.0 

99.0 

120.0 

97.0 

123.7 

1973-74 

125.0 

114.0 

146.0 

138.0 

105.8 

1974-75 

133.0 

100.4 

183.0 

239.2 

76.5 

1975-76 

147.0 

98.8 

197.2 

280.4 

70,3 

1976-77 

174.2 

98.9 

210.3 

272.5 

77.2 

1977-78 

167.7 

130.0 

35.8 

2 49.0 

94.7 

1978-79 

179.6 

140.4 

2.34.3 

2.59,7 

90.2 

1979-80 

... . 199.4 

1.34.6 

2.36.2 

360.0 

65.6 

1980-81 

194.1 

199.4 

254.2 

338.4 

75.1 

1981-82 

197,6 

213.4 

290.5 

,342.8 

84.8 

Source 

DGCliScS, Calcutta. 

— 


. 

. - - 

Note : 

The Index numbers for 

the years 

1980-81 & 

1981-82 

have been 


derived irom tlie new series with 1978-79 as the base year usin,i; 
the simple unitary conversion method to 1968-69 = 100. 
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INDEX NUMBERS OF THE QUANTUM OF EXPORTS FROM INDIA BV MAJOR COMMODITY GROUPS 
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Table 10 

TRENDS LN EXPORT ASSISTANCE 
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EPCS — Export Promotion Councils. 
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Table 12 


NUMBER AND RANGE-OF C. C. S. RATES 


(For Iho perio.l I-IO-S 

2 to 31- 

00 

1 


S. Pro.iiicls 

No. 

Below 

to% 

I0%& 

Below 

15% 

Below 

20% 

:'0%4 Total 
Above 

t. Engineering ProJucls 

72 

60 

19 

151 

2. Chemical Provliicts . 

80 

.29 

06 

115 

.1. PiLstic Goods . 

15 

02 


17 

4. L'Mliier Goods 

04 

05 

01 

10 

5. Sports Goods 


03 

05 

08 

6. Marine Products 

it 

02 

01 

14 

7. Processed food 

20 

:i 

05 

03 4) 

8. Handicrafts & Woollen car¬ 
pets. 

04 

0.3 

01 

03 

9. Woolien Textiles 

03 

01 


04 

10. Silk Goods 

11. Synthetic & Rayon Textiles 


0^ 




05 


05 

12. Cotton Textiles. 

.0 

01 

O’: 

.-.6 

1 3. Coir Products . 

04 

0! 


05 


33 

141 

40 

03 4! 7 


Source : Miiiiotry of Commerce. 






Table 13 

CC.S. AS A PERCENTAGE OF I HE FOB VALUE OF EXPORTS FOR MAJOR COMMODITY GROUPS 
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Table 18 

CATEGORY-WISE NUMBER OF IMPORT LICENCES ISSUED DLT«LNG THE \EARS, 1972-73 TO 1983-84 



SOURCE : OFFICE OF THE CHIEF CONTROLLER OF IMPOR1S & EXPORTS 
NOTE : Figures in brackets indicate proportion of total number in percentages. 
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L\DUSTRY-WISE VALUE OF IMPORT LICENCES FOR CAPITAL 
GOODS/HEAVY ELECTRICAL PLANTS ISSUED DURING 
THE PERIOD 1979-80 TO 1983-84. 

((II Rs. Crores) 


S. Industrv 

No. 

1979- 

80 

1980- 

81 

1981- 

82 

1982- 

83 

1983- 

84 

1. Iron & Steel Indusiry 

164.9 

64.0 

306.6 

133.5 

22 3,6 

2. Non-Ferrous metals . 

0.6 

10.1 

14 9 

199.9 

9.5 

1. Boilers & Steam Gen. Set , 

0.1 

14.7 

3.9 

3.7 

0.1 

4. Electrical Equipments 

47.5 

59,9 

74.0 

124.5 

196.8 

5. Telecommunication Equip¬ 
ment .... 

26.5 

80.4 

107.8 

42.9 

104.4 

6. Transport Equipment 

.38 7 

47.9 

78.7 

,59.6 

69.6 

7. (.ndustrial Machinery 

13,9 

18,3 

■'5.7 

25.3 

17.4 

8. Machine Tools 

10.8 

11.3 

16.4 

6.9 

11.4 

9. Mechanical & Fngg. Indus¬ 
tries ... 

0.6 

1 .0 

11.0 

12.1 

8.6 

10. Industrial Instruments 

5.1 

0.5 

0.5 

5.7 

3.2 

11, Fertilizers 

51 4 

132 .2 

436.4 

60,8 

54.3 

12. Chemicals 

25.3 

55.2 

130.9 

40.9 

42,1 

13. Oil Exploration, Production 
& Refining 

16,2 

20.2 

21.1 

99.0 

38.9 

14. D.''ugs & Pharmaceuticals . 

6.0 

5.5 

4.2 

29.0 

3.9 

15. Pulp & Paper . 

15,9 

22.? 

31.2 

55.5 

19.6 

16. Glass including rough blanks 

6.9 

2,4 

2.1 

2.8 

5.3 
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S. Industry 

No. 

1979- 

80 

1980- 

81 

1981- 

82 

1982- 

83 

1983- 

84 

17. Ceramics .... 

2.3 

1 .8 

4.1 

3.2 

10.9 

18. Cement .... 

2 .5 

27.3 

17.4 

48.8 

56.3 

19. .lute Textiles 

4.(1 

8.1 

9.2 

2 .0 

0.9 

70. C'otton Textiles 

74.4 

52.5 

53.9 

32 .3 

34.2 

(A) Tola! above 

470.1 

635.3 

1349.8 

988.2 

910.8 

(B) Industris other than 






those specified above . 

267.0 

VO 
1 j 

410.1 

331.5 

956.3 

(C) Total offA)(B) 

737.1 

1127.4 

1759.9 

1319.7 

1867.1 

(D) India's Total Imports . 

9142.6 

12549.2 

13607.6 

14360.0 

15616.2 

(E) ( as a percentage of D 

s.i 

9.0»„ 

12.9% 

9 2 ' 

12.0% 


SOURCE : Office of Chief Controller of Imports & Exports 
NOTES : Data prior to 1979-80 arc not available. 




LIST OF ASSOCIATIONS, COUNCILS, EXPORTERS AND 
INDIVIDUALS WHO SENT THEIR SUGGESTIONS TO 
THE COMMITTEE 

ASSOCIATIONS, FEDERATIONS AND CHAMBERS OF 
COMMERCE ETC. 

1. Federation of Indian Chambers of Commerce and Industry. 
Federation House. Tansen Marg, 

New Delhi—110 OOF 

2. All India Shippers Council, 

Federation House, 

Tansen Marg, 

New Delhi—110 001. 

3. Maharatta Chamber of Commerce & Industries, 

Tilak Road, 

Pune—411 002, 

4. PH D Chamber of Commerce, 

PHD House, Siri Institutional Area, 

New Delhi—110 016. 

5. National Alliance of Young Entrepreneurs. 

301-302, Saraswati House. 

27. Nehru Place, 

New Delhi—110 019. 

6. Overseas Construction Council of India, 

Commerce Centre. 7th Floor, 

Tardeo Road, 

Bombay—400 034. 

7. Indian Plastics Federation, 

13/A, Government Place East, 

Calcutta—700 069. 
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Federation of Indian Export Organisations. 

PHD House. 4/2, Siri Institutional Area, 

New Delhi—110 016. 

9. Southern India Chamber of Commerce and Industries, 
Indian Chamber Building, 

P.B. No. 1208, 

Madras—600 108. 

to. Indian Chamber of Commerce, 

4, India Exchange Place, 

Calcutta—700 001. 

11. Southern Handicrafts Exporters Association, 

C/o Office Development Commissioner (Handicrafts), 
Shastri Bhavan, 

26, Haddovvs Road, 

Madras—600 106. 

3 2. Indian Chamber of Commerce & Industry, 
Coimbatore. 

1.1. Hindustan Chamber of Commerce, 

Mad ras. 

14. Madras Chamber. 

Madras. 

15. British and South Asian Trade Association. 

16. Indian Jute Mills Association. 

Royal Exchange, 

6, Netaji Subhash Road, 

Banijye Bhavan, Makum Road, 

Tinsukhia—786 125. 

17. All India Manufacturers Organisation, 

Assam State Board, 

Banijye Bhawan, Makum Road, 

Tinsukhia—786 125. 
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18. Association of Indian Engineering Industry, 

172, Jorbagh, 

New Delhi—110 003. 

19. Assam Entrepreneurs .Association. 

Industrial Estate, 

Guwahati—21. 

20. Federation of Karnataka Chamber of Commerce & Industiy. 
Kempe Gowda Road, 

P. B. No. 9996, 

Bangalore—560 009. 

21. Kandta Free Trade Zone Industries Association, 

Kandla Free Trade Zone, 

Gandhidham—370 230. 

22. Automotive Component Manufacturers Association of 
India, 

80. Dr. Annie Be.sant Road, 

Worli, Bombay—400 018. 

23. All India Manufacturers Organisation, 

(Andhra Pradesh State Board) 

6-3-540/8/1, First Floor, 

Punjagutta Road, 

Hyderabad—500 004. 

24. South Bihar Chamber of Commerce, 

P.O. Baidyanath, Deoghar—814 112(S.P.), 

Bihar. 

25. Kamrup Chamber of Commerce, 

Kamrup Chamber Road, 

Guwahati—781 001. 

26. Bombay Millowner’s Association, 

Elphinstone Building, 

10, Veer Nariman Road, 

P.B. No. 95, 

Bombay—400 023. 
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27. Indian Chamber/Chemical Mt'gs. Association, 

Sir Vithaldas Chambers, 

16, Bombay Samachar Marg. 

Bombay—400 023. 

28. Bengal National Chamber of Commerce & Industry. 
23, R. N. Mukherjee Road. 

Calcutta—700 001. 

29. Organisation of Indian Engg. Industrs, 

538, Mirza Galib Street, 

Calcutta—700 016. 

30. F.lectronic Component Industries Association, 

408, Saltyog, 

48, Nehru Place. New Delhi—110 019. 

31. Andhra Chamber of Commerce, 

Andhra Chamber Building, 

127, Angappa Naick Street, 

P.B. No. 1511, 

Madras—1. 

32. Calcutta Chamber of Commerce, 

18-H, Park Street (Stephen Court), 

Calcutta—700 001. 

33. Merchants Chamber of Commerce, 

14, Old Court House Street, 

Calcutta—700 001. 

34. Bharat Chamber of Commerce, 

Bharat Chambers, 

8, Old Court House Street, 

Calcutta—700 001. 

35. All India Stainless Steel Industries Association. 

302, Arun Chamber, Tardeo Road, 

Bombay—400 034. 
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36. The Export Chamber, 

P.B. No. 11062, 

Bombay—400 020. 

37. The Real Madras Handkercliicfs Export Association (Rgd.), 
‘Sky Lark' 5th Floor, 

Block D, 

Rutland Gate, 5th Street. 

Madras—600 006. 

38. Gujarat Chamber of Commerce & Industry. 

Sri Ambica Mills. 

Gujarat Cliamber Building. 

P.B. No. 4045. 

Ranchhodial Road 
Ahmedabad—380 00'). 

39. The Associated Chambers 'of Commerce & Industry of 
India, 

17. Parliament Street. 

New Delhi—I 10 001. 

40. The Indian Merchant Chamber. 

76, Veer Nariman Road. 

Churchgate. 

Bombay—400 020 


EXPORT PROMOTION COUNCILS 

41. Cotton Textiles Export Promotion Council. 
Engineering Centre, 5th Floor, 

9, Mathev/ Road, 

Bombay—400 004. 

42. Engineering Export Promotion Council. 
World Trade Centre, 3rd Floor, 

14/1-B, Ezra Street, 

Calcutta—700 001, 



43. Plastics and Linoleums Export Promotion Council. 

Rashid Mansion. 622 Vlount Road. 

Madras—600 006. 

44. The Handloom Export Promotion Council. 

Madras—600 006. 

45. The Silk and Rayon Textiles Export. Promotion Council, 
Rcsham Bhavan, 

78, Veer Nariman Rotid, 

Bombay—400 020. 

46. Basic Chemicals, Pharmaceuticals & Cosmetics Export 
Promotion Council (CHEMEXCIL), 

Jhansi Castle, 4th Floor, 

7, Cooperage Road. 

Bombay—400 039. 

47. Plastics & Linoleums Export Promotion Council. 

World Trade Centre. 

14/1-B, Ezra Street. 

Calcutta—700 001. 

STATE GOVERNMENTS 

48. Government of West Bengal, 

Writers Buildings, 

Calcutta—700 001. 

49. Chandigarh Administration, 

Chandigarh. 

50. Government of Uttar Pradesh. 

Sachivalya Annexe Bhawan, 

Lucknow. 

51. Government of Gujarat. 

Ahmedabad. 

52. Government of Flimachal Pradesh, 

Shimla—171 002. 
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53. Government of Tainilnadu, 

Madras. 

54. Andaman & Nicobar Islands Administration, 
Port Blair. 

55. Government of Sikkim, 

The Secretariat. 

Gangtok. 

56. Government of Karnataka, 

Bangalore. 

INDIVIDUALS 

57. C. T. Augustine, 

Dy. Director (Export Promotion), 

Ministry of Commerce, 

3. Vijaya Ragva Road, 

Madras—17. 

58. Rahul Bajaj. 

Chairman and Managing Director, 

Bajaj Auto Ltd., 

Bombay-Pune Road, 

Akurdi. Pune—411 035. 

59. B. S. Bhatnagar, 

Tata Exports, Block A, Shiv Sugar Estates. 
Dr. Annie Besant Road, 

Worli, 

Bombay—400 018. 

60. Willem C. F. Bussink, 

Principal Economist, 

The World Bank, 

Resident Mission in India, 

55, Lodi Estate, 

New Delhi—110 003. 
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61. S. S. Chavvla, 

Chief Editor, 

Glimpses, 

M-70, Greater Kailash-l, 

New Delhi—110 048. 

62. V. D. Chowgule, 

Chowgule House, 

Marmugoa Harbour, 

Goa. 

63. P. K. Dave (IAS Retd.), 

B-2, Gulinohar Park, 

New Delhi—110 049. 

64. B. D. Garware, 

Chaitder Mukhie, Nariman Point, 
Bombay—400 021. 

65. Prof. Alak Ghosh, 

Deptt. ot Economics, 

University of Calcutta, 

Calcutta—700 050. 

66. Y. V. Sivarama Krishnayya, 
CMD, Bank of Baroda, 

3, Walchand Hirachand Marg, 
Ballard Pier. 

Bombay—400 038. 

67. Kumar Mahadevan, 

Senior Vice President, 

Kirloskar Electric Co. Ltd., 

P.B. 5555, Maheswaran West, 
Bangalore—560 055. 
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68. Mahendi'a G. Mehta. 

Bharat Diamond Industries, 
Nagin Mahal, 

82, Veer Nariman Road, 
Bombay—21. 

69. Mathuradas H. Mehta. 

101, Indra Bhawan. 
Walkeshwar Road. 

Bombay—400 006. 

70. P. C. Nayak (IAS Retd.). 
Meghdoot, 

119, Jaya Mahal Extn., 
Bangalore—560 046. 

71. C. M. Parikh, 

22, Gopal B. Street, 

Calcutta. 

72. Rabin Raha. 

12-B, Netaji Subhas Road. 
Calcutta—700 001. 

73. K. K. S. Rana, 

High Commissioner for India, 
Nairobi (Kenya). 

74. Prof. S. Seetharaman, 
Economic .Adviser—SCOPE, 
26, Ring Road, 

Lajpat Nagar-4, 

New Delhi—i 10 024. 

75. G. D. Shah, 

25, Netaji Subhas Road, 
Calcutta—700 001, 



76. 


R. J. Shahaney. 

Chairman Cum Managing Director. 
Asliok Leyland Lid., 

19, Rajaji Salai, 

Madras—600 001. 

77. Raunaq Singh. 

Chairman, 

Raunaq Enterprises, 

Allahabad Bank Building, 

1 7. Sansad Marg, 

New Delhi—110 001. 

78. Sudershan Singh,' 

.It. Director. 

Ministry of Commerce, 

New Delhi. 

79. P. M. Sinha. 

Vice Chairman. 

Hindustan Lever Ltd,. 

Hindustan Lever House, 

165/166, Backbay Reclamation, 
Bombay—400 020. 

80. Mantosh Sondhi, 

3-B '6, G inga Ram Hospital Marg, 
New Delhi—110 060. 

81. Prof. T. N. Srinivasan. 

Yale LFniversity, 

Cpiinecticut, 

(ijSA). 

82. M. L. Tandon, 

Chairman and M.D., 

Tandon Magnetics (1) Pvt. Ltd., 
Unit 9, SDF L Scepz, Andheri Fast. 
Bombay—96. 



)36 


83. Ratan Tata, 

Tata Sons, 

Bombay House, 

Fort, 

Bombay—23. 

84. S. N. Tekchandani, 

Research Officer, 

Ministry of Commerce, 

New Delhi. 

8.3. A. R. Vatsaraj, 

Vasant, 9th Road, Khar, 

Bombay—400 052. 

PUBLIC SECTOR ORGANISATIONS 

86. Steel Authority of India Ltd., 

Hindustan Times House, 

I3th Floor, 

Kasturba Gandhi Marg, 

New Delhi—110 001. 

S7. State Trading Corporation of India Ltd., 
Chandralok Building, 

36, Janpath, 

New Delhi—110 001. 

88. Gujarat Narmada Fertilizer Compan\ Ltd., 
P.O. Narmadanagar—392015. 

Distt. Bharuch, 

Gujarat. 

89. Hindustan Machine Tools. 

36, Cunningham Road, 

Bangalore—560 052. 

Bharat Heavy Electricals Ltd., 

Hindustan Times House, 

Kasturba Gandhi Marg, 

New Delhi—110 001. 


90. 
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91. EXIM Bank. 

Maker Chambers IV. 

Nariman Point. 

Bombay—400 021. 

OTHER ORGANISATIONS 

92. Aiianasons Private Ltd., 

Allana House. 

4, Allana Road, 

GPO Box No. 997, Colaba. 
Bombay—400 039. 

93. Weston Electronics, 

43-,‘\, Okhia Industrial Estate, 

New Delhi—110 020. 

94. Tata Sons, 

Bombay House, 

Fort, 

Bombay—400 023. 

95. Binny Limited. 

Madras. 

96. Hindustan Electro-Graphites Ltd., 
Bhilwara Bhawan. 

40-41, Community Centre, 

New Friends Colony, 

New Delhi—110 065. 

97. Pt. Debipershad Prayagdutt, 

201, Ravindra Sarani, 

Calcutta—700 007. 

98. Hansa Overseas Enterprises. 
12-2-709, “Borbun”, 

Hyderabad—500 028, 
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99. Baria & Co., 

12-B, Netaji Subhas Road, 

Calcutta—700 001. 

100. Unilever, 

Unilever House, 

Blackfriars, 

London-EC4P 480- 

101. Gera Granites, 

58, Cathedra! Road, 

Madras—56. 

102. Diamond Dyes Manufaciuring Corporation Ltd., 
228, First Floor, Chickpet. 

Bangalore—570 053. 

103. Nath Brothers Exim International Ltd., 

50/2-3, Hanuman Road, 

New Delhi—110 001. 



LIST OF ECONOMISTS WHO MET THE COMMIITEE 


1. Dr. Shankar Acharya. 

2. Dr. Malcolm S. Adiseshiah. 

3. Dr. M. S. Ahluwalia. 

4. Dr. Y. K. Alagh. 

5. Dr. Krishna Bharadwaj. 

6. Dr. Amaresh Bagchi. 

7. Dr. N. K. Chandra. 

8. Dr. Ashok Desai. 

9. Dr. Nitin Desai. 

10. Dr. S. K. Goyal. 

]!. Shji S. Guhan. 

12. Dr. Bimal Jalan. 

13. Dr. P. C. Joshi. 

14. Dr. Vijay Joshi 

15. Dr. V. L. Kelkar. 

16. Dr. C. T. Kurien. 

17. Dr. D. T. Lakdawala. 

18. Dr. Prabhal Patnaik. 

19. Dr. V. R. Panchamukhi. 

20. Dr. V. K. R. V. Rao. 

21. Dr. Alok Ray 

22. Dr. Ranjit Sau. 

23. Dr. Sunanda Sen. 

24. Dr. M. R. Shroff. 

25. Dr. Suresh Tendulkar. 

26. Dr. Praveen Visaria. 



LIST OF REPRESENTATIVES OF FINANCIAL 
INSTITUTIONS WHO MET THE COMMITTEE 

1. Shri Kalyan Banerji, GM, EXIM Bank. 

2. „ K. Gopalakrishna, GM, ECGC, 

3. ,, K. J. Hegde, Joint Chief Officer, Reserve Bank of India. 

4. ,, V. Prabhakar, Chairman, ECGC. 

5. ,, A. S. Puri, Chairman, State Bank of India. 

6. R. C. Shah, Chairman, EXIM Bank. 

7. ,, Y. V. Sivaramkrishnaya, Chairman, Bank of Baroda. 

8. .. T. Tiwari, Chairman, Bank of India. 

9. Miss T. Vakil, GM, EXIM Bank. 


'RRND—S; 3 M of Cam./85—TSS-l—12-8-85—3000. 



